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iM INTRODUCTION 


This *is my third ‘report tnder™-your “instructions *€6 me 
dated January 30, 1973. This report deals with the other- 
than-life insurance business and complements Report 1. 


which was on life tnsurance. 


The purpose of this report is to review problems in the 
relations between insurers and insureds to see how the rules 
might be altered to the benefit of the consumer and, if 


possible, to the benefit of participants in the* industry. 


My impression is that the other-than-life insurance 
industry does a satisfactory job in serving the public. But, 
there are practices that work against the public interest. 

Many of these practices flow from the structure of the industry. 
The structure does not adapt because it is held in place by 

the regulatory system. The structure also creates some 
frictions and inefficiencies. This report will examine these 
difficulties. The solution will lie in changing The Insurance 
Act and Regulations to permit a more flexible structure 


in the industry. 


It would be convenient if the problem could be tackled 
one by one so that incremental changes could be achieved 
by making a series of amendments to the Act and Regulations. 
However, The Insurance Act is in need of so many changes 
and the problems are so interrelated, that something more 
comprehensive and integrated is needed. Any comprehensive 


set of changes will either be a scrambled mess, or it will 
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reflect, explicitly or implicitly, some policy view on 
what the industry should look like. I feel the chances of 
success are better if the policy making problem is attacked 


as a whole and explicitly. 


Theshiainepart. oluthicwceportuasea description and 
analysis of salient functions, practices and roles in the 
industry, and an analysis of how well The Insurance Act and 


Regulations fit consumer needs and business realities. 


From my inguiries so far, I feel that the consumer's 

main difficulties lie in three broadly related areas: 

1. In the buying and selling process and in 
the claims settlement process, it is not 
clear to the insured whose interests the 
intermediaries represent. 

2. Inadequate information on costs and benefits 
is available to the consumer. The problem 
includes understandability of contracts, 
identification of hazards included and excluded 
and expected benefits and costs. 

3. The claims settlement process is hard for 


the consumer to predict and unnecessarily 
frustrating for many claimants. 


Besides the three main issues mentioned above, there is 
a range of. other problems faced by the consumer; many are 


consequences of or offshoots from the basic issues. 


An example of how the three main problem areas are inter- 
related shows up when one considers how the selling process 
and the service: that is given on iclaims are linked... The 
scope for misunderstanding the terms of the contract at the 


time of sale 1s great and clearly this must give rise to many 
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of the questions concerning claims settlement. The problem 
is compounded when the insured does not know upon whom he can 


rely for an explanation. 


The interests of insurers, insureds and intermediaries 
are important enough and conflicting enough to make it 
advisable to pursue studies of the industry in a very open 
way. All the issues should come to light before specific 


changes are adopted. 


I want to emphasize that this report, like Report Number l, 
can only be regarded as a feasibility study or preliminary 
overview of the other-than-life insurance industry. While 
it shows there are problems, it also shows there is a 
clear need for objective studies of some aspects of the 


present system. Like the first report, this report is based 


on information gathered from many sources - interviews and 
articles, books and other written material. It thus represents 
an informed viewpoint. However, many opinions in the 


report are only hypothesis, not fact. The need for further 
research and broader inputs on many issues is an important 


recommendation of this report. 


In this report, I have focussed on the intermediaries 
and those aspects of the services of insurers that relate 
to selling and claims settlement. The insurer's function 
of managing the underwriting, investment and liquidity has 
not been discussed except where it had direct relevance to 
the consumer's needs in the selling and claims settlement 


processes. This emphasis 1s the result of my mandate, and 


= OP es 
not because the importance of these functions to insurers 


is not recognized. 


The subject of my fourth report will contain a more 
detailed discussion of possible solutions and of how to 
implement the conclusions and recommendations in the first 


three reports. 


Sao 
2 THE ANALYSIS 


2a HIGHLIGHTS OF THE ANALYSIS 


This section summarizes the main conclusions in the 


analytical section of this report. The numbering indicates 


the main sections in which the conclusions are discussed. 


The Act and Regulations as they now stand 
- reinforce the existing industry structure 


- inhibit experimentation with and development of 
new systems of selling insurance and settling 
claims 


- inhibit the development of consulting resources 
for use by consumers 


~ contain some provisions which are contrary 
to the consumer's interest 


- fail to require disclosure of+some°kinds+of 
information the consumer may need 
(Zi2az eee on ee mae. 


Some changes in the Act are needed. Rationally 
consistent alternatives can be chosen only when 
a number of: policy decisions have been made on 
the relationship of the regulatory system and 
industry structure. Policy decisions are needed 
in the areas of: 


- who should be acting for insurers and 
who for insureds 
- price competition on commission rates 


- discrimination in prices charged to classes 
of customers who have different servicing 
costs 


- disclosure of price and product information 
- standardization of terms of insurance contracts 
- licensing 

(DFO62 92 $64 2979 12.8; 2.10) 


The maiinrwdpificulLty Por s6ne consumer plies in finding 
answers to the following questions: 


= whak mnBe the hazards and the risks of 
loss he should insure? 
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- how much coverage should he have ? 


- what hazards does the contract cover and 
what are the exclusions and limitations? 


- what expected benefits are included in 
the amount he is asked to pay? 


= which of the contract terms are required ' 
by law, and which are there on the insurer s 
InLtlative? 

- how can he expect to be treated in making a claim? 


(2sie'- Bree Ste ol) 
The consumer should be able to deal with these problems 
himself or retain an expert whom he can trust to 
act exclusively on his behalf. 

(2.5 52.8.5) 


An implication of such a change is that differences 
in premiums must be allowed between different insureds 
if the costs of serving them are different, and the 
consumer must be able to choose the level of service 
he wants to buy. 

Vey 8 


From the differences in services provided, it follows 
that competition in the fees charged by such advisers 
will be possible. (2.7) 


The consumer's problems in buying insurance and in 
making claims are often complex enough that he needs 
the help of expert intermediaries whose commitment 
is exclusively to the consumer. Brokers and some 
independent adjusters might, with some changes in 
the Act and Regulations adapt to this role. 

Cae AES 
The regulatory system supports an industry structure 
which prampts intermediaries to act contrary to the 
interest of the consumer. The bias operates in hidden 


ways. 
Ys Cee cee One 12.0335 25064) 


The other-than-life insurance industry contains many 
insurers and is not concentrated. There is evidence 

it is generally competitive in price although it May be 
less so in selling costs and product innovation. The 
industry is overwhelmingly dominated by foreign-owned 


ja a 
‘ (2.3.2) 


The intermediaries are not only of distinct kinds 
(exclusive agents(1l), general agents(l), brokers, 
adjusters, consultants and others), but they vary 
extremely in form and size (from individual agents 
working as employees to large multinational broker 
firms). 

(23.5) 


Reennyy vec 


The existence of the agency system, and the 
purchase of and payment for a service long before 
use inhibit the flow of market information to 
the insurers. These obstacles may lead to a lack 
of adaptation of the product to meet consumer's 
changing needs. 

ig ahd 


The needs of individuals and businesses are different 
enough that the present uniform system may serve 
individuals at too high a total cost. The regulatory 
system must be flexible enough to accommodate 
multiple methods of delivery of service and to allow 
change in structures to develop. 

(2557 Qe 6 52. Sm Vee2.. 9 ) 
Methods and technology may be available for lower 
cost distribution systems that could meet the needs 


of insureds in simple cases. The present regulatory 
system inhibits this development. 
C226 “oon is 


While complaints most often arise at the time of 
making claims, a significant proportion of these 
come from problems involved in the sale, including: 


~ incomprehensible contracts 


- unexpected limitations, exclusions and 
conditions 


- inadequate explanation by those arranging 
the sale 
(2520 oO; Pew On eee oe ed) 

There is some opportunity to reduce the consumer's 
uncertainty by standardization of insurance contracts. 
Standardization and setting contract terms for 
minimum protection of consumers should be designed 
so it does not discourage flexibility by insurers 
and the development of new terms to meet new needs. 


(7. 63482579 


There is a need to prescribe some terms of insurance 
contracts to ensure that the consumer gets minimum 
protection that is within reasonable expectations according 
to community standards. This implies the need to 

change the rules continually, and sometimes rapidly, 

to put a stop to practices which do not meet these 
standards. (2.6; 2.7) 


There is need for disclosure to improve the 
VisibaAlatyveor both/the product and its price for a 
rational choice to be made by insureds. The dollar 
value of expected benefits and the insurer's mark- 
up should be disclosed along with information on 
risk class the insured is placed in and on the 
selection and claims settlement practices of the 
insurer. 

(2%.79 


Members of groups for whom the buying decision 
is made by someone else, say an employer, are 
entitled to similar disclosure, since they pay 
some or all of the premium. 


C2 sshd) 


The terminology and role titles in the industry are 
confusing. 


C2 eeu LE De 8.) 


There is role confusion amongst the various classes of 
intermediaries - exclusive agents, general agents, 
brokers, adjusters and consultants. The confusion 
exists in understanding: 


- whose interests each class of intermediaries 
represents 


- what agents do that makesthem different 
from brokers and what brokers do that 
makesthem different from consultants 


Mapesc) 
All these groups are compensated by insurers, 
rather than insureds, creating at least a presumption 
that they represent the former. 


(2.8) 


Existing commission systems provide an incentive to 
intermediaries to act in the interests of insurers 
rather than insureds when the two interests diverge. 
G2 66-82 #12 .'8. 237) 
The practices of insurers and adjusters in claims 
settlement both appear to need regulation. 
(G2. 2557 (2.0.4) 
It seems difficult to see why the conduct of 
independent adjusters should be regulated and that 
of company adjusters should not or why marine adjusters 
are not licensed at all. (2.8.4) 


Where there is a dispute on claims between the insurer 
and the insured the contest is an unequal one. 

(2.8.4) 
Greater use of the arbitration system that already 
exists in the Act should be promoted. 

(2.8.4) 
Any person who is engaged in an occupation for 
compensation or carries on a business of claims 
adjustment or assistance related to the automobile 
collision or automobile property damage field which 
is now outside the regulation of The Insurance Act, 
should come under the regulatory system as adjusters. 

(20.05 9) 
The.dicensing jystem-shovid..be,.tailored.topmeet,.... 
explicit objectives. For different segments of the 
consumer market different objectives are appropriate. 
Therefore, at least a two-step licensing system seems 
necessary. (2.9) 


Both companies and individuals (whether employed or 
independent) should fall within the regulatory system. 
For some purposes, individuals may be controlled for 
competence as well as conduct, in order to supplement 
the controls that are required for corporations. The 
corporation can only be effectively controlled as to 
its conduct. (2.10) 


The establishment and maintenance of appropriate 
standards of qQualificationvandt conduct rand ithe 
administration of these, is a continuing process that 
needs to be tuned to both the public's expectations 
and the industry's capabilities. 

e2). 9922010) 
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2.2 PRESENT REGULATORY SYSTEM AND INDUSTRY PRACTICES 


22.4 Background 


The present regulatory system has grown bit by bit over 
the vearas weingie-sorigins it appears to have been designed 
to reflect the best industry practices and structures of the 
times. In recent years the Act and Regulations have had 
numerous amendments and interpretations that have been desirable 
because they prohibited practices that some insurers had adopted 
to the "detrimentor the public. “There will continue to be 
the need for a stream of changes of this kind as insurers 
and intermediaries in the system jockey with one another for 
competitive advantage, and the public's attitude on what are 
acceptable practices evolves over time. Thus, even if an 
ideal set of rules were established right now, one could 
expect the need for a continuing flow of changes to start 
again within two or three years. One can conclude that there 
is a need for an administrative structure which can respond 
quickly with new solutions to problems as they arise, and 
WHieh ts Statfed to handle problems of fine’ detail’ in 


considerable volume. 


Another important aspect of the present LequlLatony 
Systemlis’thatciteperpetuates existing industry soles and 
structures, and prevents adaptation and experimentation in 
structure to meet changing needs. Some industry roles are 
structured in ways contrary to the consumer's interests. 

10, the exvent) hat the vequlatory system preserves a ene Wrenenk bere 


with these results, at should be changed. Simply replacing 


Hat ee 
the present structure with a new prescribed set would seem 
to be inappropriate. The new set would in turn Soon be out 
of date. Furthermore, to expect a regulatory system to 
prescribe the structures assumes an ability which probably 
does not exist =the ability to define’ a’ best’ system for’ the 


distributionrel insurance. 


The following two sections in this report outline some 
of the main problems raised by the present regulatory system 


and’ industry practices. 


mae ear 
2.2.2 Problems in The Insurance Act 


In my first two reports to you and in oral discussions, 
I indicated that there are some serious problems with the 
Act and Regulations as they now stand. The problems fall 
into three categories. 
1. The Act and Regulations contain some 
provisions that are contrary to the interests 
of consumers, and do not contain certain 
provisions that would be helpful to consumers. 
They also contain provisions governing 
transactions and the roles of the participants 
which do not fit the realities and practices. 
2. There are sections which are inconsistent 
with one another, or which appear to serve no 
useful function or which are subject to 
conflicting interpretations. 
Die There are other sections having mainly to do 
with the administration of the Act which are 


inconsistent with the current philosophy and 
practice of administrative law in Ontario. 


Where changes of substance in present provisions are 
required, few revisions can be proposed independently of an 
overall policy on what the Act and Regulations should 
accomplish. It is on these problems of policy that this 


report focuSsSes. 


The main inconsistencies in the Act and Regulations and 
the outdated administrative provisions were the subject of 
Report Number 2, which you have already received. They 
were dealt with separately because they can be seen as 
independent of insurance regulation policy. It should be 
emphasized that Report Number 2 was not intended to be 
comprehensive, but rather a list of matters upon which you 


might choose to act separately. 
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The main issues in the present regulatory system that 
appear to pose problems are: 


- Competition to reduce selling costs or improve 
the selling system is impeded by provisions of 
the Act governing sales commissions: 


- prohibition of rebates 


- apparent prohibition of textra*°charges 
made to the purchaser 


- apparent requirement that remuneration 
be paid only by the insurer 


- The rules defining roles and sources of payment 
for agents and brokers impede development of 
classes of individuals or firms who can act on 
the buyers behalf. 


- Nomenclature that is confusing to consumers is 
given sanction by the Act and Regulations. 


- By putting the requirements for the form of 
ATISUTANCe: CONLIAGCTS, .OL Dalt.OL- tie COnlLruaCr, 
into the statute, the process of making changes 
beneficial to the consumer may be made more 
difficult and cumbersome than it needs to be. 


-¢A- un TOIM, Standard Of Cualiticarton for the. licensing 
of agents does not recognize the needs of 
different classes of buyers. A single standard 
imposes higher costs where needs are simple and 


offers inadequate assurance of skills where 
needs are complex. 


The organization®of The Insurance Act is difficult to 
follow. When the problems and inconsistencies have been 
cleared up, when appropriate administrative practices have 
been chosen and when the substantial problems outlined above 
have been resolved, there will remain a need to have the 


Act reorganized;so,that its structure is more logical. 
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2.2.3 Industry Practices and Problems 


As with the life insurance industry, I have heard of 
a long list of problems, practices and complaints in the 
other-than-life field.’ "These problems have not been verified 
in a statistical or objective way, but for most of them 
there is evidence they are real and significant. The 
principal ones are: 


(a} Historically, there have been some attempts to 
fix prices in the industry. Price fixing does 
not at this time appear to be operative. However, 
there appears to be a continuing threat to 
consumers that bears watching. 


(b) Many policies are VealGtua lly uninte.lligsbile , 
even to people accustomed to legal phraseology. 


(c) The purchaser has._no simple way of comparing the 
price and the nature of the service offered. 


(d) The consumer has no accessible evidence of the 
insurer's claims settlement policies or practices 
other than word of mouth or the agent's Opinion. 
While the agent's opinion may be helpful, his 
experience is limited to those companies with 
which he deals regularly. He may also be subject 
to bias because of the commission structure. 


(e) There is a variety of information agents sometimes 
do not tell the insurance buyer about: 


(a9) What hazards are covered? How SLgniricant 
are they? What hazards are specifically 
excluded? 


(ii) What are the factors on which a claim might 
be denied; for example, the effect of a 
dwelling being unattended for over 96 hours 
in the heating season. 


(111) How should he protect himself from hazards 
not covered by the policy? What additional 
coverage might a prudent person obtain? 


(iv) How should he estimate the amount of coverage 
he needs, and when should he revise ate? 


(v) How will his claim be calculated if a loss occurs? 
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(f) The terminology used in the insurance industry 
is itself misleading to a layman: the word 
"comprehensive' is used when in fact there are 
exclusions or srestric trons tiathev-wont rac the 
word ‘agent’ means salesman; the word 'premium' 
means amount to be paid by the buyer. 


(g) Your Department's experience and the McWilliams 
Report have already identified for you numerous 
problems in the area of claims settlement. This 
report will mot co over that qround in) detail, 
but here are a few examples of the claims 
settlement problems: 


(i) Adjusters sometimes convey to insured and 
third party claimants the impression that 
they are referees rather than agents of 
the insurer. This is particularly a 
problem where the adjuster can introduce 
himself as an ‘independent adjuster’. 


(ii) Some claims settlement officers urge 
fast settlement with a release. This 
may prevent the insured from having 
time ,.to.developy his. claim to its full 
potential. 


(iii) Insurers sometimes do delay payment of 
claims unreasonably. Once a claim has 
been settled, the amount of the claim 
belongs to the insured: but. the insurer 
may have little incentive to pay the 
claimant, quickly. 


(h) Some independent adjusters claim that they are 
unable to attract and keep competent people to 
their business. 


(i) Brokers and agents are unable to charge buyers a 
fee in addition to commission for extra work. that 
has been done. 


(j) The agentor broker 1s unable to) charge a lower 
commission Or give a rebate, to a customer even 
though he has done less work and is willing to 
accept lower compensation. 


(k) The agent or broker gets paid the samé commission 
for renewals as for his initial, work: on a policy. 


i ; ae 


(1) Occasionally agents receive commissions fox 
doing no work at all. 


(m) A broker sometimes receives a commission in 
excess of what he agreed to with the client, 
and then does other work up to the amount of the 
unearned commission without further charge. sina 
the value of the work is less than the amount of 
the unearned commission, the broker takes it into 
his) income vat the end..of «the <year anyway. 


(n) An employer who holds out to his employees 
that he is contributing to group insurance plans 
is not required to disclose to the employees how 
much*hisveontributionvis 4 Aftervexperience rebates, 
the contribution may be quite low and there is 
nothing in the system which prevents him from 
receiving rebates which are in fact a return of 
part of the employee's contribution. 


No doubt many of the above can be explained by the 
nature’ Ofwthe pDucinecs.  (bowevVver, 1c 1S difficult to escape 
the conclusion that it must be possible to devise ways to 


overcome many of these problems. 


Ait | ee 
2 3 INDUSTRY. STRUCTURE 
LoD ie parts Of ,che Anaustry 


The main» participants in the other-;than-life” industry 
are fidentified #n the following/chart.~ Examples‘of the 
flow for key transactions between participants are shown 
by the arrows: 


—- Sales of insurance contractsetoO~consumers are 
made through exclusive agents or through general 
agents or through brokers, all of whom are 
licensed. (Agents and brokers may have employees 
who are licensed salesmen.) Some sales are made 
directly to consumers as a result of advertising 
in print media (mass merchandising). 


— Claimsiemay” be finitiatedbyrgoing td rrectyto 
the insurer or going through a broker or agent. 


- Settlements are made through adjusters employed 
by the insurer (not licensed) or through independent 
adjusters (licensed) retained by the insurer. 


- Appraisers, who are not licensed, may be retained 
by theTimstireriior adjuster to thelp in establishing 
values for settlement. 


- Advice on the consumer's buying decision may be 
given by consultants who are not licensed. 


as OE ie ae 
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2413.2 Insurance companies 


For perspective, Wows nelpruleco start With) sone size 


characteristics of the industry. 


The total. premium income for other—than-li fe: insurance in 
Ontario in 1972 was just over fone Dil vionmcol lars. iaimost the 
same as for the life insurance industry.. This figure is equal 
to about 2% of the GNP of Ontario and to about one-sixth of 


the annual revenue of the Provincial Government. 


The value of assets controlled by other-than-life insurance 
companies is slightly less than one-fifth as much as that - 
controlled by life insurance companies. The relative size of 
assets under control of all financial intermediaries in Canada 
in 1968 was as follows: 


DISTRIBUTION OF ASSETS OF FINANCIAL 
INTERMEDIARIES IN CANADA 1968 (2) 





Private Sector 
Chartered Banks 28.9% 


Private non-bank institutions 
B Life insurance companies 13-36 
Pension funds 8.9 
Trust Companies Ba0 
Consumer loan & finance 
companies 4.9 
Credit unions nen Ws 
Mutual funds 3.4 
Building societies & mortgage 
loan companies a8) 
B® Other-than-life insurance 
companies 2.5 @ 
Other intermediaries 2 





47.7 
76.6% 


Public sector (Bank of Canada, 
CMHC,CPP, provincial saving 
institutions etc.) 23.4 


TOTAL 100.0% 
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Both segments of the insurance industry derive funds for 
investment from receiving annual premiums in advance, and from 
capital and retained earnings belonging to shareholders (to 
policyholders in the case of mutual companies). Life insurance 
companies have more funds for investment in proportion to 
premiums received because of the savings component in ordinary 
life insurance policies and annuity and pension funds. 

Clearly the other-than-life insurance industry is a 
Significant factor in the province's and the country's economy 
whether measured in terms of either funds flowing through or 
assets. It is such a large industry that even small improve- 
ments in efficiency would yield large aggregate dollar returns. 
About 65% of annual premiums in the other-than-life segment is 
paid out in settling claims. This leaves about 35%, or $350 
million to cover profits and the costs of operating the industry. 
An improvement in efficiency of only 1% would amount to $3.5 
million at the level of 1972 premiums. A major portion of these 
costs are in selling. Commission rates alone in auto and 
property insurance range between 7% and 25% of premiums, with 
more business done at the higher end of that range. It seems 
reasonable to hope the industry might increase its efficiency 
if the regulatory system were altered to allow competitive 
pressures to be exerted more effectively on selling costs. 

The number of companies in the other-than-life insurance 
business, and their distribution by size, show some interesting 


contrasts with life insurance. There were in 1972 approximately 
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270 companies carrying on the other-than-life insurance business, 
compared with about 130 life insurance companies. The distribu- 
tion of business among the two groups in Canada was approximately 
as follows in 1972; 
Proportion of Total Premiums 
Becounted for by the Largest 


Companies in Canada (3) 
Pee ese ee 


Life Insurance 393 “463 


Other-than-life Insurance 203 383 


This crude measure shows much greater concentration in the life 
insurance industry. It should be mentioned that while there are 
270 corporations registered to do other-than-life insurance 
business in Ontario, a number of these are associated by 

ean ae into groups of insurance companies. One estimate is 
that most of the business is done by about 50 such groups or 
independent companies; another source estimated about 80. This 
does not alter the broad conclusion about concentration, but 

it does alter one's perspective on the number of significant 


economic entities being regulated. 


TaRapare 1, I concluded that one might hypothesize 
that the life insurance industry was not very competitive on 
price, especially on individual oxdinary life policies. The 
aifference anf concentravion Vetvcen ithe (lite tend otjer=taen-live 
insurance segments suggests that one Rene consider a ditfterent 
hypothesis for the other-than-life andustry. In 1974, the 


Insurance Bureau of Canada published a sponsored study entitled 
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Competition, Economic Efficiency, and Profitability in the 
Canadian Property and Casualty Insurance Industry, by 


Professor G. D. Quirin et al. of the University of Toronto. 
The authors of this study concluded that the other-than-life 
insurance industry is competitive on price and productivity. 
Two areas where the authors suggest there may be limited 
competition and efficiency is in selling costs and in the 
development of new products. They attribute the lack of 
competitiveness in these areas to the effect of existing 
regulations. From my own examination of the regulatory system 
and observations on the industry, I believe their hypothesis 
has merit. Given the validity of the Quirin hypothesis, then, 
changes in the regulatory system to encourage more efficiency 
in distribution and in development of new products would 
likley result in cost reductions or service improvements being 
passed on to consumers. 

The industry is overwhelmingly foreign controlled. In 
1969 over 80% of premiums in Canada were written by foreign 
companies operating in Canada (50%) or by Canadian companies 
that are subsidiaries of foreign companies (308) (4), Many of 
the practices of companies operating in Ontario May be transfer- 
red from what is customary in their home countries, mainly 
the U.S. and the U.K. This also accounts for the survival 
of the large number of companies who are active in the 
Province in a small way; the Marginal costs of a large 
foreign company operating here on a small scale could be 


quite small. 
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There is one noteworthy benefit from the participation 
of a number of large foreign companies in the insurance industry 
here. 


It provides access to international markets for 


coverage of large amounts or difficult or unusual risks. 


me es 
2.3.3. The intermediaries 
The various groups of intermediaries and their estimated 


numbers in Ontario are: 


- Agents 
- excluSive 
- sell for only one insurer. 
employed on commission and/ 
or salary 3,000 
- general 
~ selling for several specific 
companies on commission 
(includes 100-200 who compete 
Significantly in the sales of 
group“plans) . 5,000 
- salesmen . 
- employees of agent, not on 
commission not available 
- Brokers 
- placing insurance with insurers 
- aS companies 205 
- broker employees of broker 
companies 100 
- sales employees of broker 
companies 350 
- Adjusters 


~ investigating and evaluating claims 
for insurers 
- exclusively acting for one company 


as employee not available 
- independent, acting for any 
company, excluding trainees 1,000 
~ Consultants 


- actuaries assisting buyers to design 
and buy insurance contracts (including 
group life) 

- firm owned by or associated with 
a broker or agent (some employees 
in the firm are usually licensed 
to sell life insurance and are 


sponsored) EO=20 
- independent firms, not licensed 
in any way 10-15 


- others assisting in design and buying 
of insurance plans cng 


Se 


~ Evaluators, appraisers or experts 
- providing specialized knowledge or infor- 


Mation for purposes of insurance claims 
- exclusive occupation not available 
- incidental occupation not available 


Notes: 
1. The numbers above are only approximations in 
order to illustrate relative magnitudes. 
Accurate figures are not readily available in 
all cases. 
2. Licenses are required for the categories of 
life insurance, agents,..other-than-life 


insurance agents, brokers" and agents' sales 
employees, and independent adjusters. 


Agents are by far the most numerous group, and their group 
experiences a relatively high turnover. Exclusive agents are 
generally employees of insurers working as commission salesmen, 
although they can be incorporated businesses. Most general 
agents operate as incorporated small businesses with one or 
two clerical employees. A small proportion of general agents 
are larger firms employing salesmen and indistinguishable in 
size and behaviour from brokers. Agencies generally appear to be 


locally owned and oriented. 


Brokers are <.ew dni mumben,; but elarge, i nidoblbarrvotume. The 


two largest are reported to have 100 to 200 employees each in Ontario 


Most of the large brokers are foreign controlled. This may be 
seen, in, part as ,an, example .of .the trend of business service 
industries serving multi-national corporations to fol Tow, Chel xr 
customers... Jo .the, extent 1615.80, etl «isha Gerlection of “the 
nature of foreign ownership of industry in Canada andy cle world 


wide growth of multi-national corporations. It is paralleled 
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by the trend to foreign ownership or international associations 
of other financial services such as banking, investment dealers, 
Management consulting and auditing, where ownership controls have 
not been imposed by government intervention. 

Except in some limited ways competition on price is not va 
factor among sales intermediaries. Agents and brokers are 
prohibited from competing on price except on "one-of-a-kind' 
policies such as group accident and sickness, or group life plans. 
However, brokers and some general agents are instrumental in 
inducing price competition among insurers because of their 
practice of shopping for a low premium for an insurance buyer. 
The principal focus of competition is on this and other services 


offered to the consumer. 


Adjusters are organized similarly to general agents ~- 
mostly in very small local businesses, with a small number in 
larger national firms. The main competitive factor impinging 
on independent adjusters is the insurer's option to do the 


work with its own employees. 


Consultants who are not actuarial consulting firms 
associated with brokers tend to be small businesses with not 
more than a few individuals each. 

Evaluators, appraisers or experts specializing in 
insurance matters tend to operate in small firms. Those for 
whom work on insurance matters is incidental to their main 
occupation, are usually retained for their personal expertise, 
regardless of the business organization within which they work. 
The major exception is a few major firms specializing in real 


estate and business equipment appraisals. 


~ 26 - 


The Role of the Insurer 


The essence of what the insurer does is to take from the 


2.4 

insured 

playing 
A 
4g 
a 
4. 


the risk of loss from defined causes or hazards. In 


this role the insurer performs several functions: 


He assesses the probability of a hazard 
occurring to participants in a pool and 
puts a value on the risk of loss. 


He organizes the pool by: 


(a) 
(b) 


(c) 


(da) 


soliciting others to join 


collecting and administering money 
from each insured in the form of a 
premium 


providing his own capital which acts 
as a cushion in the case of an 
underestimate of the probability or 
amount of a loss 


investing funds provided by premiums 
and by capital to yield an additional 
flow of funds 


He satisfies the claims of or against insureds 
for losses by paying out money when losses occur. 


He protects the pool by refusing to pay claims 
for losses where not covered under the contract 
Or the part of claims that Ts greater than tlie 
loss incurred. 


These last two functions are to some extent opposed and 


give rise to difficulties. The claimant with a loss will seek 


the most generous possible interpretation of the contract. 


The insurer has an incentive and indeed a duty, to interpret 


the contract more judiciously. He should judge the claim in 


accordance with the claims settlement policy planned when the 


contract was sold. Where the claim is straight-forward the 


insurer has some motivation to satisfy it because each 


satisfied claimant makes it easier to solicit new insureds to 


maintain the pool in the long run. 
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Of course, when the claim clearly falls outside the 
contract, or is fraudulent, all insurers will deny it. All 
claims must be given at least a cursory examination from that 
point of view. 

Where terms, facts or values are in doubt, some insurers 
follow more rigorous interpretations than others, with a 
view to reducing or denying claims. Those with more generous 
practices in this respect must reflect this in the expected 
losses estimated in setting premiums, or must compensate in 
their selection of insureds. 

The conclusion to be drawn from this analysis is that no 
amount of regulation can eliminate all sources of friction 
between insurer and insured. 

On the other hand, there are many practices insurers 
adopt in the settlement of claims which are at least a 
nuisance and at worst outrageous. Some of these are referred 
to in Section 2.2.3 ‘Industry Practices and Problems', and 
Section 2.8.4 'Insurance Adjusters' enlarges on the background 
to the problems. But there are many other undesirable 
practices and no doubt new ones will always turn bh ows 

Insurers should have freedom to use a variety of practices 
on these difficult claims issues and try new ways of dealing 
with them. To define desirable kinds of practices, and to 
put a stop to the undesirable requires a regulatory authority 
that is in close constant touch with the scene and that is 


capable of fast response. 


- 28 - 
avo THE CONSUMER'S NEEDS 

The basic need of the insured is to have someone else 
(the insurer) take from him the risk of catastrophic loss. 
There are sometimes important differences between this basic 
need and the nature of the service offered: 

- Sometimes certain kinds of losses are 

excluded from the contract or there are 

severe limitations on the circumstances 

under which a claim for loss would be 

allowed. 

- Sometimes the contract provides for upper 

limits to the insurance coverage so 

that the insured is not protected against 

the catastrophic impact of big losses. 

- Sometimes the contract offered covers the 

total loss, with small or no 

deductible amounts allowed for which the 

insured can take the risk himself. 
It should be pointed out that in spite of the differences 
mentioned above, a determined buyer of insurance can nearly 
always get his needs met from some insurer at a price. The 
range of hazards that one can insure against has to be one 
of the amazing accomplishments of the insurance industry, 
partly the result of its international character. But the 
issue for the ordinary buyer of insurance is not what he can 
buy with a special and informed effort, but what is available 
to him in the normal course from insurers. 

How can one say with any assurance that specific needs of 
consumers are not being met by the industry? There simply is 
no way to get conclusive evidence on such an hypothesis by 
objective studies. What can be done is to analyze whether 


there are structural conditions which inhibit industry 


adjustments to meet the apparent needs of consumers. 
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Normally a divergence between the seller's and the 
purchaser's perceptions of the characteristics of a contract 
is self-correcting through the information structure in the market 
system. In the other-than-life insurance industry, this self- 
correcting mechanism is inhibited by five characteristics of 
the industry: 


l. The agent, whether exclusive or general, for the 
most part 'sells' those contracts the insurer has 
to offer and defines the buyer's needs in terms of 
these pre-existing contracts, rather than "'shopping' 
among insurers to find a contract more appropriate 
to the buyer's needs. 


2. The buyer does not have a knowledge and understand- 
ing of what he 'should' have, of what is actually 
included in any given contract of insurance, and of 
what is potentially available from insurers. 


3. The organizational division between the selling 
of insurance and the service of claims separates 
those who have knowledge of the buyer's needs 
through claims experience from those who are 
offering him a contract. 


4. There is a gap in time between the selling of 
the contract and the delivery of service on a 
claim which further tends to inhibit a matching 
of buyer's needs and seller's offerings. 


5. The fact that the service is paid for before it 
is delivered also reduces the incentive for 
insurers to reconcile their offering with 
consumer's needs. For tangible products, the 
consumer has something he can see and which he 
may be able to return if he finds it does not 
meet his needs. Where he is unable to return 
the item, the cost is often SS small that. the 
risk of trying the product by consuming it is 
insignificant. For most services, a buyer with 
reasonable credit standing can exnect to have the 
service completed so that he can assess its quality 
before Ne wavs Toplat. s insurance jis, by its nature 
paid for in advance of the service being rendered. 


a 


This analysis suggests that one objective of changes in the 
regulatory system might be to improve the mechanism for 
reconciling consumer needs and product Offerings on a 


eontinuving basis. 
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Besides those consumer needs satisfied by the insurer, 


there are other needs satisfied by intermediaries. 


At the 


time of the sale of insurance, the consumer requires assistance 


On a number of matters which include: 


identification of risk 


establishment of procedures to 
minimize risk 
identification of the kinds of coverage 


that would be appropriate (including 
the specification of mon-standard:, forms 


of coverage) 


obtaining quotations from insurers 
on specified coverages 


evaluating the differences in contracts 
offered by different insurers 


negotiating the terms and price of 
specialized contracts 


placing the insurance with particular insurers. 


In the claims settlement process the consumer's needs include: 


=< 


proving a loss occurred 


establishing that the loss was covered 
by the contract 


evaluating or appraising the amount of the loss 


filing the claim 


negotiating a settlement with the insurer in 


the case of a dispute. 


To satisfy both sets of needs there must be information 


available and accessibility to persons possessing the knowledge 


of how to use or manipulate Lite. 


Tt has been customary in the 


insurance industry for the intermediaries discussed in this 


report (agents, bro 


of the information to consumers. 


kers and adjusters) to provide part or all 


Se 


There have been two developments which cast doubt on 
whether the roles as presently constituted meet the variety 
of the consumer's needs efficiently. 


i ee At one extreme there has developed mass 
merchandising in print media and machine 
Sales of insurance. This suggests that 
some insurance needs are being met in very 
Simple ways. Applications of computer 
technology, standardized contract terms 
and disclosure, and availability of the 
branch systems of banks, trust companies 
and credit unions, suggest the possibility 
of devising new low-cost distribution 
systems. At present, the regulatory system 
inhibits this kind of development. New 
delivery systems might allow the consumer 
to'do-it-himself' in using information to 
meet many of his needs. 


2s At the other extreme, unlicensed consultants' 
services have developed. Some of these offer 
services more expert than those of conventional 
licensed intermediaries. To make this service 
effective, they must be able to use, and 
therefore must always have, the maximum amount 
of relevant or reliable information. Part of 
their expertise lies in obtaining, interpreting 
and using such information. 

The foregoing analysis of consumer's needs has dealt with 
the needs of general consumers. There are, however, at least 
two major segments of insurance consumers: institutional and 
business consumers on one hand, and individual (personal) 
consumers, on the other. Approximately chr ee-quarters of All 
insurance premiums are paid for the benefit of individuals 
while one-quarter are for the benefit of businesses and 
institutions. Since much of the accident and Sickness 
insurance on individuals is sold through groups administered 
by a business or institution, Only about 553 of total insurance 


premiums is from sales directly to individuals. Most of the 


Sales to individuals are for auto and property insurance. 
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The major needs of these two market segments differ. 


Businesses and institutions need: 


- Coverage which must be tailored to meet the 
needs created by a great variety of conditions. 


- Advice on how to rearrange the organization's 
affairs to reduce risk of loss, 


~ Detailed price information so that shopping 
and bargaining ican bevettective. 


These matters are of importance because premium costs are large 
enough to justify the time spent on controlling and reducing 


them. 


The primary needs of individuals buying insurance for 
themselves are: 
- A feeling that what they pay and what they 
get is not seriously out of line with what 
other individuals pay and get. 
- Low costs achieved from the economies of 
scale in handling repetitive standard 


transactions. 


- Simplicity and convenience in meeting 
complex needs. 


Obviously this categorization is only a simplified representation 
of divisions in the marketplace. In fact, the needs described 
above are a continuum, with very large businesses at one end 

and individuals who are buyers of small policies at the other. 

In between are wealthy individuals who have needs similar to 
those of businesses, and small businesses which have some of the 
needs of individuals. Identification of two major 

groupings of needs is useful because it suggests that the 
regulatory system must be flexible enough for more than one 


distribution system to develop, if maximum efficiency is to be 


achieved. 
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To recapitulate, here is a summary of the main conclusions 
that can be drawn from the foregoing analysis of consumer's 
needs: 


1. Difficulties that arise in the claims 
process are linked to the selling process. 


2. The regulatory system has to allow for 
flexibility in contract terms and distribution 
systems to meet continually changing needs. 


3. The regulatory system has to allow for variety 
in the terms of contracts and in the methods 
of distribution to meet the needs of different 
classes of consumers. 


4. Thre is a need for some standardization of 
contract terms to help the consumer understand 
what is available to him and to make him feel 
he is adequately protected. 


9- In both the insurance buying and insurance claims 
processes the consumer has a need. for 
intermediaries who will represent his interests 
and provide expert help. 
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2. 6 SERVICES OFFERED 

From the-pornt OL -vrew- Of tne insurer; tne nature—or the 
Service) \isiithatyfor receipt of an amount (the premium) he 
offers a contract to pay for,a lossiup toe»a stated’ maximum 
amount. The losses are usually defined in terms of losses 
from specific causes or events occurring within a period. 

The loss may be property itself, the use of property or 
future income. 

The most important characteristic of the insurance service 
for the insured is that he know that events which might 
produce a loss are covered by the contract he takes out. 
Hence the importance of the understandability of contract 
Eola. 

Another important characteristic of insurance from the 
pe eaes point of view, is the reliability of the insurer's 
promise to pay. Requlatiron for financtar reliability im fepe 
insurance industry has been a longstanding success story so 
that there has been no consumer problem in this area. Some 
current trends suggest it may be time to consider whether 
the adequacy of the present liquidity rules deserves re- 
examination by you and/or the federal authorities. 

There are fifteen classes of insurance used in licensing 
insurers. The following summarizes the relative importance 
of the classes by premium dollars an Ontario? inel1972~.. “Four 
classes account for 95% of total premiums. These must be the 


areas of primary concern for this study and for the Department. 
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Classes of Insurance Premium Dollars and Number 
of Companies Licensed for Each Class (5) 


Ranked by 1972 Premium Dollars in Ontario 


Cumulative Approximate 


Classes of Premiums feoe totale sot total number of 
Insurance ($ millions) premiums premiums companies lice 
Automobile $490.2 45.4% 45.4% 260 
Property 20 0 24.6 70-A0 170 
Accident & Sickness. 222.8 20.6 90.6 170 
Liability 52.6 4.9 95.5 220 
Surety AYA oo O29 96.4 100 
Boiler & machinery 10.7 0.9 OTS 90 
Marine AMOR) 0.9 98.2 80 
Fidelity 5.0 0.5 Bid 110 
Aircraft 4.5 0.4 JS Eae 40 
Mortgage 3.9 0.4 99.5 1 
Hail Pat G8 99.8 30 
Credit «3 0.2 TIS, 4 
Title as aay oie 190.0 2 
= 1,079.6 100.03 100.0% 


This classiticeationsgs the-resittt -o£ industry tradition 
responding to changes in regulatory requirements, customer needs and 
lawson rights ‘of recevery for dosses «1 Lt -will: be notedsthats some 
classes are identified by the nature of the asset around whach thy, 


loss occurs (e.g. automobile, alrroeratt i marine ; property) while 


other ‘asses are identified by the nature of the event that gives 


7536. - 
rise to the loss (e.g. accident and sickness, liability, 
fidelity, hail). This is untidy conceptually amd statistically 
but it fits industry practices for gathering data. It is an 
illustration on a very broad level of how industry terminology 
can confuse. Is the householder covered for liability claims 
under his property insurance contract or does he need 
separate liability insurance? Under which class is it reported? 
The relative importance of the classes of insurance has 
not remained constant over time. Newfeld points out that in 
1875 fire insurance accounted for 96% of premium dollars.'°) 
Improved fire protection services and the growth of other hazards 
and new kinds of property (e.g. automobile) have led to 
significant shifts in the importance of classes of insurance. 
For some classes of enagrance: contracts are written by 
the millions and for relatively small aitow ee, especially in 
personal lines. For some classes, like auto, standardization 
has been imposed by law. For other classes like fire 
insurance, parts of the contract are standardized by law 
and other parts by industry practice. At the extreme, some 
like title insurance have so few insurers, or like marine and 
aircraft are so specialized, that standardization is not an 
issue. For an unusual risk a unique contract may be written. 
If insurance classes were ranked by degree of standardization 
the ranking would be roughly correlated with the ranking by 
premium dollar volume. However, in each class there will always 
be some need for customized contracts. As a result total 


standardization would prevent some needs from being met. 


ee fart 


There are two ways that an insurer can change the nature 
of the service he offers to meet competitive conditions: 


1. He can identify different levels of claims 
for any given hazard with different classes 
of insureds to whom he charges differential 
premiums, 


-A simple example of this process is, if 
people in community A have higher fire 
losses than in B, the insurer may leave 
his premiums the same, but not accept 
contracts from community A or he may offer 
coverage to community A for a higher 
premium than in B. 


2. He can change the definition of the hazards he 
insures against. 


-Some insurers seek competitive advantage 
by broadening their coverage; others seek 
to limit claims by narrowing their 
coverage. 

A number of factors continually lead to changes in the 
customary form of contracts. Changes in society and technology 
create new hazards (e.g. nuclear radiation); judicial decisions 
extend or restrict the meanings of insurance terms. 

Common consumer needs, competition and industry tradition 
have led to a degree of standardization or common practices 
sometimes supported law, and in other cases adopted 
voluntarily within the industry. Standardization of the terms 
of contracts offers two important advantages. 

ite The need of consumers to understand their 

position and to feel fairly treated are 

in part met by standardization of some or 
all of the terms of commonly used kinds of 
insurance. Each consumer does not then 
have to understand a contract in detail to 


be satisfied that he is getting a normal 
kind of coverage for his kind of problem. 
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2. The consumer needs protection from 

particular insurers who write or 

interpret contracts to their own 

advantage in ways that are not 

acceptable to the public or to the 

trade (e.g. an employee who lost 

sickness insurance coverage when a 

group changed coverage from one 

insurer to another; or a manufacturer 

who loses product liability coverage 

for products in the field but not 

found faulty until after the term of 

insurance expires). 
The need for understanding and reassurance demands some 
standardization of wording of contracts in commonly used kinds 
of insurance; onthe other hand, the need for minimum protection 
demands continual changes in a standardized contract. 

In the light of the need for changes in the terms of 
contracts, the present system appears rather cumbersome. 
Amendment of the Act and Regulations is a slow process and 
dependent as to timing on many variables some of which are 
outside the control of the Superintendent. Furthermore, 
changes (and even the promulgation of guidelines) usually are 
preceded by lengthy consultation through the Association of 
Superintendents of Insurance of the Provinces of Canada in 
order to achieve national uniformity. 

It would seem that the use of a body in which the industry 
takes some responsibility and into which there was strong 
input from consumer interests might produce better standardiza- 
tion, and might improve the speed with which bad contract 


terms get changed in the consumer's interest. The question is, 


could such a body operate within a legal framework which gives 
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it power to define standardized terms? Even if a responsive 
and responsible body could be established to make standardization 
more effective, it should be constituted and Operated so as 


to permit adaption and innovation by individual insurers. 
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oan DISCLOSURE - PRICE AND OTHER INFORMATION 

In ordinary usage the price of an insurance contract 
tends to be equated with the premium. For analytical purposes 
this is not adequate. Because the concepts to be discussed 
here are uncommon ones, the terminology to be used requires 
definition: 


"Premium' is the total payment required from 
the insured by the contract 


"Expected benefit' is the portion of the premium 
that is the insured's contribution to the risk 
pool held by the insurer 


"Mark-up' is the difference between the premium 
and the expected benefit. 


The ‘expected benefit' of an insurance contract is usually 
the larger part of a premium. On average, it is estimated to 
be about two-thirds of the premium, but there is evidence 
the proportion varies greatly. 
One formula definition of the'expected benefit’ helps 
understand the'expected benefit' of a contract in terms of 
the pool for a given risk class: 
Total amounts the insurer 
expects to pay out A particular 
xX premium charged 


to a member of 
the risk class 


Expected 
benefit 





Total premiums the insurer 
expects to receive 


From this it can be seen that ‘expected benefit' is a 
particular insured's contribution to the risk pool, from which 
claims will be paid. 

Another expression describing the same amount casts a 


different light on the nature of the ‘expected benefit" for a 


given risk class: 


SA Le 


Expected vr Probability x Expected value of a 
benefit hs of a loss loss that may occur 


where the 'Expected value of a loss that may occur' Lo not 
greater than the 'insured value' and is reduced by the 
"deductible amount'. This expression underlines two skills 

an insurer needs in rating - the ability to estimate the 
probability of a loss, and thevabaiaty sto estimate the expected | 


value of “any"Tdéss"*that mayoceums » An, additional related skill is 
the ability to examine the position of the insured and decide 


what risk class he should be in. 


The ‘expected benefit' then is a result of rating and 

the placing: ofl ani insuredyinga riskiclass, “and)itis.the 
insured! syfinancial’conmributionytostheypool,, «Iit,is the 
insurer's measure of the insured's risk of loss. It is also 
the object or value of the financial service an insured buys. 
Therefore, it is essential for a rational buyer of any class 
of insurance to know this amount. The need has been recognized 
in the case of accident and sickness insurance in the August l, 
1974 Report of the Standing Committee on Accident and Sickness 
Legislation of the Association of Superintendents of Insurance 
of the Province of Canada, and proposals of the CAASI discussed 
therein. One proposal calls for the ‘anticipated loss ratios'! 
(which is equivalent to ‘expected benefit' as a PEORPGELion Jof 
the premium) to be disclosed for accident and sickness contracts. 

Three important conditions would affect a buyer's 
evaluation of the expected benerit tor any class iof Ansurance: 


~ the risk Class the: insured ie rolaced in by the insurer 


- a low risk class has a lower probability of 
loss and thus lower expected benefits 
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- the stringency or liberality of the insurer 
in accepting an insured within a given risk class 


- stringency would reduce the possibility 
of loss and thus the expected benefits 


-~ the stringency or liberality of the insurer's 
claims settlement practices 


- stringency would reduce the estimated 

value of the claims paid out and thus the 

expected benefits. 
Whether higher or lower expected benefits 
are desirable or not depends on the combination of the 
insurer's practices and the consumer's circumstances. To 
make an optimum choice the consumer needs objective evidence 
on these conditions from which he could make his own 
estimates in order to make a trade-off decision. The risk 
class the insured is placed in is certain and can be disclosed 
directly. For the other conditions direct and certain 


evidence cannot be made available, although some indirect evidence 


could be. 


The insurer's mark-up is the premium less the "expected 
benefit' described above. Out of the mark-up the insurer 
expects to earn a return on his investment after paying his 
operating costs plus his net claims loss and after receiving 
his investment income and net claims gainnivThe insurer's 
ability to manage these variables has an important effect 
on the insured through the single figure, the mark-up. Because 
of the differences in the forms of organization and the 
competence of insurers, the mark-up can vary from company to 
company. One can look on this mark-up as the price or 


‘commission’ paid to the insurer for the basic service or 


product. 
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It would seem inequitable for two insureds who get the 
same service from an insurer (e.g. advice on coverage and 
policies required and on how to reduce risks) to pay different 
prices, that is,to face different mark-ups. It is equally 
inequitable for those requiring different services from the 
insurer to have to pay the same price. For instance, if one 
insured makes himself less costly for the insurer to deal 
with by getting a broker to help identify his needs and to 
write up the application, it is hard to see why he should 
have to pay as much as another insured who uses the insurer's 


resources for this function. 


Disclosure of the mark-up separately from the expected 
benefit, combined with the ability of an insured to negotiate 
separately with a broker on a buying fee, could léeadt toxrprice 
competition in some useful new ways. Brokers could compete 
amongst each other on fee and service; insurers could compete 
amongst each other on mark-up and service; and with the 
unbundling which should result there would be competition 
between brokers and direct-writing insurers on price and 
service in the distribution of insurance. At the same time, 
consumer behaviour with respect to expected benefits could 
be expected to be different since the consumer could see the 
'product' much more clearly. He could come closer to being 
able to choose the trade-off combination of expected benefit, 
risk class, risk selection practices and claims settlement 
practices that suits him. Some consumers would 


choose to pay more for a greater expecteds benefit. .As a result 


a Qe 


the present competition on premium which exerts 
pressure towards lower expected benefits would be converted 
to competition to reduce mark-ups and to reduce selling 


costs. 


Product information needs of the consumer include 
more than what has been mentioned so far in this section. 
Drawing on the earlier analysis of consumer needs, information 
in understandable language is also needed on: 


1. What accidents or events the insured 
is covered for. 


2. What the insured is not covered for, 
including a clear statement of how he 
might lose coverage. 


3. How the insured's loss claims are to 
be calculated and verified. 


Standardization may have helped give a feeling of 
security to the insured but it seems to have done little to 
add to his understanding. The kind of language used and the 
multiplicity of conditions and exceptions, even in standardized 
contracts, need simplifying. Since a standardized contract 
will not do for all consumers, perhaps the contracts should be 
designed so that,in relation to a standard, both more 
extensive benefits and coverage and more restrictive conditions 


and coverage are clearly identified and labelled as such. 


There will be strong arguments raised against disclosure 
of the kind of information discussed above. The arguments 


will have a fimiliar ring to those who have lived through 


the earlier battles on disclosure about financial statements 


of corporations and sales of securities and about interest 


rates. 


re eo 


It will be evident to most observers that separate 
avse Llosurewof)*expected benefits’ and’ ‘mark-up', (i.e. the product 
and west prtca)swit lt enocnbe narmru.: —That the information 
$s i GLfficulLt to-underStand ana that it may not be used by 
manypeconsumers iseirretevanteelne avallability of the 
information will enable some consumers and their expert 
advisers to use the information in buying decisions. The 
resulting competition can be expected to lead to improvements 


im the mix vof®product qualitysand@price available to consumers. 


So far we have discussed the problems of the consumer 
buying for himself. There is a great deal of group 
insurance that is bought for consumers by someone else, 
for instance an employer, a creditor or an association. In 
these cases the choice of contract, the amount of coverage 
and the negotiation of the amount to be paid,may all be out 
of the control of the consumer although he may be asked, or 
be required, to pay all or part of the premium. Disclosure 
to him along the lines discussed above, is not directly 
relevant to a choice available to the group member. However, 
the buying has been done ostensibly on the group member's 
behalf. It would seem appropriate that some accounting should 
be made to consumers who are such group members,so the 
benefit "of the purchase can be Svatuated. “What is paid, by 
whom and for what,should be visible in terms similar to those 


used for disclosure’ to a buyer. 
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2.8 THE ROLES OF INTERMEDIARIES 


2 Oe 1. An Overview 


From the analysis ssolfar st willebe.appoarecnt bhat 
transactions between an insurer -and an insured involve a complex 
and divergent set of interests on both sides, surrounding the 
delivery .of a complex sintangible financial service.  Théesrole and 


activities or intermediaries must pbe.secn in thay context. 


Insurers' selling systems can be broadly classified as 
general agency (including brokers), direct writing and mass 
merchandising. )qhose using the general agency system usually 
will .also .sel..thnough brokers... iDirect writers etypucalby .use 
exclusive .o4.captive.agents,1on.all,,.05 meanly all, theit business: 
In some cases, insurers use direct writing in some geographical 
areas and general agents in others. Mass merchandising firms use 
advertising .in print media to solicit written inquiries which.are 
in theory followed up by employees of the insurer who are not 
paid by commission. In fact, pure mass merchandising so far.is 
rare; advertising is usually followed up by exclusive agents 


who receive a commission on sales. 


Insurer's claims settlement systems require someone in 


the organization responsible for claims settlement: (‘This person 


acts on information gathered by adjusters who are the field 


investigators. Adjusters “are sometimes given limited authority to make 


agreements on, and even to pay claims. Otherwise authority to 


accept a claim,and pay it,rests with the employee of the insurer 


responsible for claims settlement. Adjusters may be unlicensed 
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employees of an insurer or licensed independent adjusters 

who serve various insurers on a case by case basis for a fee. 
Any insurer will use an independent adjuster some of the 

time since some independent adjusters become specialists in 
dealing with certain kinds of losses. Sometimes in establish- 
ing the value of a loss other experts or specialists are 
called on. Some of these specialize in insurance matters; 
others do not. Some are licensed under other statutes, but 


none are licensed under the insurance regulatory system. 


One theme that turns up at several points in the 
analysis of the roles of intermediaries is that there may be 
scope for the development of increased efficiencies in the 
industry. If the regulatory system did not support the 
present structure so rigidly, new lower cost delivery systems 
might develop. There is limited scope for reducing total 
costs by reducing agent's commission rates. What might happen 
though, is the development of lower cost systems that do 
not use agents as we now know them. This development would 
depend on recognition that there are segments of the market 
which could best be served by simpler systems of distribution. 
Two (technical sfactors aight «facilitate sucha development. 


- standardization of forms and disclosure of 
information for commonly used kinds of insurance 


- the use of computer terminals with analytical 
programs in the processing of applications 


These factors combined with possible use of the variety of 


financial institutions with branch Systems in the Province, offer 
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Opportunities for new approaches. The present 
definition of and licensing of intermediaries in the 
industry inhibits experimentation by the industry and 


by, other industries at ne distribution of inSurance. 
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Z.B.2  BGeres 

From the insurer's point of view, the principal oOLe 
of agents is to find for the insurer new customers to yon 
the pool of risk, or to induce those already in the pool to 
increase the amounts they insure for, or to insurer against 


additional risks. 


From the agent's point of view, especially if he be 
a general agent, his main role is finding a satisfactory 


insurer to insure the needs of the clients he looks after. 


From the consumer's point of view, for individual 
buyers the agent is the person he calls when he wants 
insurance, and for commercial buyers the agent, if he be 
a larger general agent, is indistinguishable from a 


broker. 


When an agent works exclusively for one company, his 
principal function is to sell the contracts of the insurer 
he works for. This does not by itself prevent him from 
doingear goods jcbeinetmeri udmthe: Contract softered by ‘his 
insurer to the needs of his clients and adjusting these 
contracts from time to time as the client's needs change. 
However, it does prevent him from dealing with two important 
ingredients in an insurance buyer's decision process: price 


and claims settlement. 


oe OO) 


Price 


An exclusive agent does not serve his 
insurer well if he redirects prospective 
clients to another insurance company 
because the price is lower for similar 
coverage. Indeed, given the nature of 
his relationship with the insurer, he 
has no reason even to inquire whether 
another insurer's prices are lower. 


Claims settlement 


It would not be part of the exclusive 
agent's vole to direct lis potential 
customers to those insurance companies 
who may have better records for claims 
settlement than his own. 


General agents are more numerous than exclusive agents and 
they are used for selling insurance by more insurers. There are 
a number of reasons why an insurance company may choose to sell 
insurance through general agents rather than directly through its 
own employees. 


The amount of insurance written in a geographical 
area by an insurer may simply be too small to 
support an exclusive agent by commission. 


The general agent arrangement is particularly 
suitable to insurers who hope that some features 
of their contracts or ways of doing business 
(price, reputation for claims settlement or 
breadth of coverage in the contracts) will give 
them competitive advantage over other insurers. 


There are both advantages and disadvantages for the consumer from 
the general agency system. Advantages are that: 


- The existence of the general agent can breingsto 
the consumer services of the small insurer who 
might not otherwise get wide distribution fon 
his,contracte. 


- The general agency system reduces barriers of 
entry for new insurers, whieh i Ss taQnecessary 
but not. sulficient condition for competition 
in the industry. ~The barriers to entry for new 
insurers and the barriers to growth for small 
ones are reduced because selling costs are made 
largely variable. 


ees 


On the other hand, the general agency system inhibits the 
development of new systems of selling which might result in 

cost economies in selling costs. Any significant future gains 
in the reduction of selling costs may well come from new systems 


of selling. 


The "growth of direct writers and mass,merchandising of 
insurance is seen as a very real threat by both general agents 


and the insurers who use the general agency system. General 


agents see Ghewpossibmlity "OL. losing tier, customers to exclusive 
agents selling for insurers who can offer lower prices; this has 
already happened to some extent. Insurers using general agents 
find themselves unable to switch out of the general agency system 
to try other methods without risking the loss of large amounts 


of their present business. 


Most general agents are competing with exclusive agents to 
serve the needs of individuals, primarily for automobile) and 
property insurance. A smaller number of general agents 
concentrate on serving “business “and anstitucional ‘buyers; 
although they are likely to serve the smaller organizations in 


this segment. 


The Report of the Steering Committee of the Agency~-Company 
Operations ‘Study an» March, 1974, (7) suggests that the general agent 
serves on the average about a dozen insurance companies, but he 
places about two-thirds Of Wiis auto jinsurance with only three 
companies and about two-thirds of his property insurance with 


only three companies. It appears possible then, that the general 
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agent may do some selecting amongst insurers on behalf of 

his client. However, in many cases the choice amongst the 
three main insurers he deals with in a class will be made 

for considerations which may be irrelevant or contrary to 

the “client's Wnteréestsyy For instance, ditlerent”™ insurers 

may be accepting different classes of risk, or their target 
for new business in that area may have been met, or the agent's 
recommendation may be determined by the commission structure 
offered or the ease with which he can put the paperwork 


through one insurer rather than another. 


The general agent may indeed advise his business customers 
in choosing amongst insurers he serves,or even from ones he does 
not normally serve, taking into account advantages in price or 
expected advantages in claims settlement or other factors that 
may be of use to the buyer. The agent may, to maintain his 
rélationship with the cl rent, act more inithe insureds interesr 
than in the insurer's. In these cases, the general agent is 


behaving very much like a broker. This seems more likely to 


happen with general agents serving business customers than 


those serving individuals. 


Both exclusive and general agents are sometimes asked by 
the, insuner, torbe. the first, poimimioh contact ahen, the, insured 
has av claim.ander,am insusance, policy. <1 nijthis, case, the agent 
is being, asked, to act, as) an,agent for, the Gneamer, es the wecipilent 
of claim documents..4fimultaneously,.on, the, interest of preserving 
his relationship with the insured, the agent may give strong 


supporting argument for his Glientie: claim.) This. linking of the 
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selling and claims settling process is of value to the 
consumer. How often it happens is unknown. Tntureuvely, 
it seems probable that it occurs more often in smaller 
communities in the Province and with the larger agencies in 
urban areas. This service by the agent is really no more 
than that which any salesman interested in repeat business 
would be concerned about,in terms of the delivery of the 


product or service he sold. 


The role of the exclusive agent is clearly that of 
salesman for an insurer, and he is likely to be perceived 
as such by the insured. The general agent's role is less clear 
because he serves several companies. This lack of clarity 
is important because two influences align the general agent's 
conduct with the insurer in a way that is not evident to 
the buyer. These two influences arise from the nature of 
the usual contractual arrangement between insurers and general 


agents. 


An agent may be tempted to switch his business to an 
insurer for a higher commission rate for himself. The 
general agent is the 'owner' of a group of customers. A 
common clause in a general agency contract is that the insurer 
foregoes the ragnt to commum care with an’ agent's client 
directly, for renewals’ or any Othersmatter. (The two parties 
may agree, however, to contact by the insurer on claims or 
for direct billing.) The insurer is thus effectively prevented 
from switching his existing insureds from one agent to 


another or from a general agency system to a system where he 
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he deals with, the insured directly. But the insurer can 
try to 'buy' business by offering a higher commission rate 


than other. insure: > wo. 


The other important element in the contractual 
arrangement between insurers and agents is the commission 
rate structure. It is common for an insurer to offer 
commission rate incentives to agents on a variety of bases. 
The commission rates may be scaled to offer higher incentives 
Foun increased annual volume of insurance premiums or for 
lower loss ratios on business placed with the insurer. Thais 
creates powerful incentives for an agent to place® insurance 
with an insurer for reasons that have nothing to do with 
the consumer's interest or benefit. Furthermore, the 


consumer has no clue that such influences are at work. 


There are several conclusions arising from this 


analysis of the role of agents: 


1. Insurers have a need to be served by 
someone selling on their behalf - 
displaying their wares so to speak. 


2. Agents, whecher exclusive Or General; act 
on behalf of insurers rather than insureds. 
Their concern for the insured is no greater 
than that of any salesman who wants repeat 
business from a satisfied customer. 


x The term “agent!” as conttcing, to: tne 
consumer, because it does not make clear 
whose agent he is. Any changes in the Act 
should make it easier for the consumer to 
jdentify the role of the agent clearly. 


oe ofS bo al 


There is no problem in an insurer offering 
inducementksaito. those,.ceu.ling for. him, 

provided there ts no contusion in the buyer's 
Mind sthatwhew.6 sracine sa panei ean eller rather 
than an adviser with the insured's interests 

as Nelers ish eys 
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Pag SEN 3 Brokers 


Thes rolenoéy thet brokeridiffershlittlesin form) from)that 
of a géeneral-agent.s “By definition) in- the Act, “he places 
insurante) wilth andnnsurer yrathergehanssorvel ts Gor fan 4insurer,, 
and she! isi:nots required, tos bersponsored,bygan bnsurer,,.aS.1sS .an 
agent. The most important difference, however, is in how a 
broker views himself. He represents himself as serving the 
insured or potential insured. There are two principal ways 


in which a distinctive service is offered: 


One is that the broker himself, rather than the 
insurer, will analyze the insured's needs. He 
may give actuarial or engineering advice on how 
the insured can arrange his affairs best to 
reduce his need for insurance protection and 
therefore reduce his risk and resulting insurance 
costs. 

The second aféa of distinction “1s that ta*broker 
considers the rates offered by several insurers 
each time a contract is to be placed. 


The skill with which a broker does either of these 
functions varies. The service offered to a customer by a broker 
may indeed be no better than that ottered by 4 general or ever 
an exclusive agenuw 8bf Unes broker regularly devs, plices from 
only two or three insurers, he will know no more about 
avwilable rates anastnererore “cane be of no more service than the 
general agent who is associated with two or three insurers. If 
a person calling himself a broker gives scant consideration to 
assessing the insurance needs of the insured it may well be 
that the insured could have been better served by a conscientious 
exclusive agent. Furthermore, a number of general agents 


regularly offer the two distinctive services ascribed to brokers 


above. 
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A potential buyer may be justified in expecting to be 
better served by a broker on the issues of price and Cie 
arrangement "Gf His ®affairs *to reduce risk; than by an exclusive 
or general agent. A major anomaly is that a broker's 
remuneration is usually set by the insurer as a percentage of 
that premium ’that dées@not*vary among contracts: of) the same 
kind. "Historically °this ‘Was apparenvtly mtendedsto 
prohibit a commission rate paid to one broker being different 
from that paid to another on a diven policy from ‘an Unsure. 
Since the percentage rate can vary amongst insurers » ascbroken 
(as well as an agent) faces some economic inducement to 
direct hisweustomersimtovanelnsurance cOmtracc, that may be 
less than optimummtorpuhesineured..) jenuse, OL percentage 
commission rates gives the broker an ancentive to oOversell 
- through covering for higher than necessary amounts or 
suggesting lower deductibles. ik Soiree the broker may 
also be faced with the same volume or performance incentives 
that, are offered to general gagents.» 50, the same question 
arises as with the general agent - on whose side does -the 


broker really stand? 


Another function brokers may perform is the preparation 
of"the applicatwenmwion insurance and)» perhaps, even, the writing 
up Of *Bhé siinsurancetconeract sdcecument.apin, performing this 
faskpsthe *broker has®thesappeazance ot acting for, the insurer. 
Other tasksywhich condd:besisimidamily, construed, are the 
collection ofvpremiums frome the,amsuned and, the, giving of 


binders’ SEs cover mo tes : 


The, combinations of) ithe way- a)bueker receives Nis 
remuneration and.thesrole@jhe;) plays dinsthe tasks io "performs 


for the, insurer, detracts trom theeconeeptvahat the broker 


plays a,role.exclusively ons behalle: Gijansurcds: 


The main conclusions to be drawn about brokers then are: 


1. When insureds have a need for experts to 
represent them in selecting and buying insurance 
coverage, the terms and amount of payment for 
the help should be settled solely between 
those two parties. 


2. 52When: ther brokeri's: remunerattomavs setuby othe 
insurer fora transaction, it; does noe eppear 


possible for the broker to be committed exclusively 
to the jinterests Of thevinsuved. 
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2.8.4 Insurance Adjusters 


Earlier in the analysis it was pointed out that dissatisfaction 
often arises from a discovery that what is covered, or the amount 
to be received when a loss occurs, are less than was expected by 
the insured. Part of the gap between expectation and result must 
arise from a lack of understanding or clarity at the time the 
insuraneetistsolads "But dir¥eannot belassumed, thatvrthe process of 
settlement 1s without problems: We musStielookwats the! claims 
settlement process itself, and the role insurance adjusters 
playy ) ani es 

When. an ansured Dasa claim ‘to file against an insurance 
company, he may need help with several tasks: 

Il. He musteprove Chat there was a Joss 


a. He MUS Gind our whretnersathe. loss was of 
a kind that) the insurance contract covers. 


elie He must estimate or evaluate the amount of 
the loss and how much of it the insurance 
will cover. 


4. He mist: fi leva elim. 

5. | He) may have tO nNegoularer with the a nsurer 
if the insurer does not accept the claim 
as filed. 


The complexity of each of these tasks can vary from the very 
simple to the very digtficulis If the ansured, and the insurer 
cannot resolve their differences on these issues, the matter will 
be. settled throughwarbitratronvarstine Sahenen PROCESS.) However, 
not all matters are so difficult to resolve that they need the 


intervention of an arbitrator or judge - nor do they involve enough 
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money or doubt to justiry wnie form oF Contlict resoluczon.” “The 
insurance business simply would not work if most settlements were 
not agreed to by the parties directly. What we have to 

look at then is not the process that goes on when the parties 
cannot agree but rather the processes through which the parties 


come to agreement. 


To verify whether there was a loss, what kind and how much, 
the insurer sends an adjuster into the field to deal with the 
snsured Clailmantebeinee eC ius es foe job is to find out 
whether there was a loss, by a physical inspection, or by gathering 
oral and written information. Since the contracts are usually 
worded to limit the coverage to losses that arise from specific 
causes, the adjuster must next consider how the loss occurred. 
Finally, he must decide on the amount of ‘the Toss. To determine 
this, he must not only refer to the insurance contract, which 
sometimes specifies how the loss is to be measured, but also he 


must have a knowledge Of Values. 


In approaching these questions the adjuster acts not as 
an adjudicator between the insurer and the insured, but ratner 
acts for the insurer. When the adjuster is an employee ob sEne 
insurer, whom he is acting for may or may not be Clear. co Ene 
insured. When the adjuster is an independent adjuster there is 
even more opportunity for role contusion. ~The use Of the term 
‘independent adjuster'and the role adjusters adopt in helping the 


insured make his Glaim, obscure, trom Many insureas the Lact 
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that the adjuster is acting for the insurer. At the same time 
One MUSt Lecognize the amportane Pole adjusters play in keeping 
costs down for all insureds by detecting and preventing 
Improper clagmea.) The DoIme tomnoestnat the cole 1S unnecessary, 


but) that ate must be clear etortne meureaqewhat the role is. 


The pressures an adjuster can be under to decide against 
the interests of an insured add to the problem. 
When the management of an insurer has adequate 
‘capital, is receiving an adequate flow of new 
customers with well balanced risks, and is 
having good experience with his underwriting 
losses, the pressures for it to deny proper 
claims are minimal. However, if the insurer 
is having an unhappy experience with any 
of these factors, the temptation to pursue a 
short term remedy in its own interest by 
reducing the losses paid out must be very 
great. The nature of the adjuster's position 
is such that organizational pressure will 


fall on him to reduce the amounts paid out 
Li Cl ans. 


Under the present system, adjusters who are salaried employees 
of an insurer are not licensed; those who are not salaried 
employees of an insurer are licensed as independent adjusters. 
To the extent that licensing procedures are intended to assure 
the public of standards) of sperrormanee and conduct, the drtference 


1s hard: to: widerstanc. 


When there is a gap between what a claimant thinks he is 
entitled tO sand. weal am ineiGer Thinks he yohould pay, bargaining 
1s the most commonly, used efor of contiilict resolution before 
going toMehe courte. Thewsinsuredsiiay vbargain directly on hi's 
own behalf, or he may retain a lawyer. He can call on the 
services of an independent adjuster (except in auto claims), although 


this 1S an option which is seldom used. It may be that few insureds 
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are aware of the availability of adjusters for this purpose, 
perhaps because the independent adjuster is perceived as, and 
perhaps because he perceives himself as primarily working for 
insurers. 

Since 1935, the Act: has prohibited adjusters from 
negotiating. ~or or advising, insureds, On,automop. le, ciaame:. 
While it is obviously desirable to prevent ambulance-chasing, 
it isi not cléar that the public should be denied this Source 


of help entirely. 


If there were an identifiable and qualified group of 
people whom insured claimants perceived as available for 
consultation on and help with claims within all classes of 
insurance, it seems possible that there might be more negotiated 
settlements at a lower cost. The settlements might also become 
fairer in the long run, since equal expertise would be available 


to both sides. 


In, thes bargaining contest, atewouldsappecie that the 
relative power of the contestants is far from equal. The insurer 
may be far more willing to face the POSssSibslity of legal’ fees 
and court costs than the insured is, because these have already 
been provided for in his expectations, of what will have to be 
paid out of £Ehe pool, .Theyinsured. op the other hand, sees such 
costs aS a pure reduction of his wealth if he loses. In these 
circumstances, it would be desirable to see much greater use 
made, Ofs thes system, oF Arbitration that 2s now-provided for in che 
Act. The system could be expanded to deal with more than the 


mere quantum of the loss. This could provide a less expensive 


aOR oi ta 
Form Of cont lice Tresoluriom than Itryation. There wotlld “be 
an area where some of the expertise appropriate to an adjuster 
would” bewsimilareto that "appropriate to an arbitrator specializing 


in’ insurance’ Claims: 


The role of adjusters and the problem of conflict 
resolution have so far been considered only in the case of 
disputes between an insurer and an insured. There is one other 
type of Situation where adjusters are presently involved, 
where the insured is not an antagonist. This is where the insured 
and the: insurer are in) agreement or have Settled the insured's 
claim, and sthe insurer gissmaking, a-clamm on @ third party” by 
way of subrogation; or a third party is making a claim against 
the insured. In these cases, the claimant and the insurer 
(rather @hangthe eineuned sand the winctrer)eane in antagonistic 
roles.. The needs of the public ana ihe potential roles of 


independent adjusters can be equally relevant in these cases. 


From the point @f view Of the buyer Of insurance, the 
purchase of an insurance contract and the settlement of a claim 
are not separable problems. The settlement of a claim is in 
fact a major part of what he buys when he pays for his insurance 
eontract. The separation Of ftnetaona., by having specialists 
in the selling of contracts and specialists in claims 
settlement, is understandable from the point of view of an 
insurér who" is organizing “tasks within His’firm. But 
this’ separation of £Lunction vs not self-evidently useful from 
the consumer's point of view. I have observed that some insurance 


broker firms have on their staff employces who have been aaj, ustere 
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or who have had experience in the adjustment process as 
employees,of),,ansuxversa.yitysecemsy likely thatothis practice is 
a response to the needs of the consumer for a single place 
hes, can..go,tovfor, aqgvicesouviie. total tosurencespEroblem.. .This 
suggests that the ultimate insurance adviser for the public 
may be a person or organization qualified to assist with both 


the buying process and the claims process. 


From this analysis of the role of insurance ad yusters “ane 
of the claims settlement process there are a number of 
conclusions: 


1. There is a need for experts in the 
settlement of claims to serve insurers. 


2? TRS Ke AS ye need for experts in the 
settlement cf claims to serve insureds. 


3... There. may be a place ,for independent 
experts available to HOU parries ac 
referees or arbitrators. 


4. The term 'independent adjuster' is Likely 
to be misunderstood by the Dube Te cormean 
a referee. Its use as a term to describe 
people who act primarily for insurance 
companies but are not their employees should 
be discontinued. 


5. Use OL the presently avai vable aLbitcratLlon 
process should be encouraged and promoted 
when there are disputes, and its scope ehould 
be enlarged. 


DANG gio Consultants 


The analysis sovfar suggests tnat there are probicms 
connected with insurance from the point of view of the consumer, 
especially the business consumer, on which he’ could’ be expected 
= need,and be willing Conpey tor independent expert aa ce 
Since the insurer has considerable expertise on these matters, 
it is natural that the uninformed insured might like to get some 
independent advice so that he can feel satisfied that what the 
insurer is offering makes sense in terms of his needs. A 
necessary, a) Choudnanotlausumerctentuconditaon, for the insured 
to get suchweadvice 1s. tor hamecoppaysa consultant sto work 


exclusively for him on the question in hand. An increasing number 
of people who call themselves consultants have emerged in the 


SSW canCenst Lewd . 


The buying needs listed on page 31 in the section on 
'The consumer's needs' are mainly met by the services offered 
by brokers and some general agents. What Keepo avorOker or agent 
from being a consultant in the ordinary sense of the term is 
that: 
1. He gets paid by a commission set by the insurer. 
2. He penciormms Services’ for whe insurer — premium 
collection, preparation of forms and documents 
for applications and claims, and the giving of 


binders. 


3. An insurer may have an undisclosed ownership 
relationship with a broker or Scene. Lyi. 


Claims settlement needs can also be met for the MOSt part 


by services available from adjusters. 


Ray a eo 


There 1S no Statntory cetinition, of the term Consultant, 
including a consultant in the insurance field. To determine 
what a consultant, is,. one Nas to Look at ordinary language and 
customary business usage. Two characteristics the public expects 
in a eonsultant sare; 

l. A degree of independence and an absence 

of monetary incentive for the consultant 
to advise his client in one direction or 


another. 


2. A level of skill adequate to the task. 


The question of skill levels will be discussed later in this report. 
The issue of independence is uniquely important to the role of 


insurance consultant, and will be discussed here. 


It is a violation of the simplest good ‘sense to allow a 
person to call himself “a “consultant to an wnsuredwor pore ial 
insured if the person is in the same transaction being paid for 
services rendered to an insurer. The unique characteristic 
of a consultant is his exclusive commitment to the interests of 
his client. * A mecessary, condition for tires conmrunena ss hav 


the consultant be paid only by the client. 


If the role of insurance brokers, “and that of general agents 
who act like brokers, were altered to ensure their independence 
and skill, their role would be that Of an ticuranice” buying 


consultant in the fullest sense. 


Is there room for other consultants? Two areas in 
insurance buying have developed where the term consultant is 


sometimes used: 
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There are people who offer their services as 
consultants in the field of employee benefit 
programs. Most of such people appear to 

have actuarial backgrounds or an association 
with, an actuary.. This function has arisen an 
part because slight, Changes in the Structure 
of benefit plans may have a very large impact 
On premiums as a result of changes in the 
expected payout of benefits. An actuary is 
particularly qualified to estimate the 

impact of variations in the terms of a plan. 


The buyer may wish to review several alternatives. 
There. isvallimit to how much work lan ansurer 1s 
prepared to do.,agnulooking, at alternative plans, 1f 

he is not certain of getting the business from the 
buyer. Besides the expected payout, the other 
element) any premaumsmis) they mark-up... ©Since this 

Gan Vary Signiiicantly from company to company, the 
insured may be reluctant to commit himself in 
advance to a particular comoany. Thus he may require 
advice even before he approaches an insurer. 


Ther iother, kind of consultant that has emerged 

1S an “estate lannang oncultant © “Here the 
person cabling, nimself ayveonsulzeant's often. turns 
out to be a licensed life insurance salesman. 
(This is so because others such as lawyers and 
chartered accountants who become engaged in 
estate planning consulting, are not allowed to 
hold themselves out as specialists.) ‘Estate 
planning consultants, have not been included in 
my estimate of the number of consultants in the 
other-than-life insurance field. They are only 
mentioned in this report because they are often 
also licensed to sell accident and sickness 
insurance and because they are such a glaring 
example of the misleading use of the term consultant, 


There is a real need for these two kinds of consulting. 
Insurance consulting is a legitimate and necessary service 


providing there is the requisite independence. 


The; question, that arises 1s whether it is possible to 
draw any meaningful distinction, between,the possible role of a 


broker as a true insurance buying consultant and others who may 
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offer consulting services in the buying process. Of the 
buying functions described earlier, there are some that are 
central to the broker function and for which persons with 
other skills are not as well qualified. These functions are: 


- obtaining quotations from insurers for 
specified coverages 


- negotiating terms and prices with insurers, and 


- placement of insurance 


It might .be possible fora roleytordevelopy;for persons 


who offer special qualifications, on)othern aspects ;of “the 


process, but who are not qualified or prepared to take 


responsibility for above three aspects of insurance buying. 


In the function of claims settlement, it would appear 
that those who are now independent adjusters would have the 
broad skills required to offer themselves as consultants. to 
insureds. The essence of the adjuster's role as a consultant 
would be to help the insured with all those claims settlement 


needs identified in section on 'The consumer's needs". 


There are yet other occupations which are also involved 
in the claims settlement process. Lawyers, for instance, have 
a right to act for an,insured,onjeny. of the issues involved 
in claims settlement. Doctors, art appraisers, real estate 
evaluators, construction costs estimators and auto repair 
shops all have expertise which is indispensible for insureds 
in evaluating some losses. All “these. occupat rons ican ebe 
distinguished in two ways — any expertise they may have 


developed on insurance matters is secondary to other expertise 
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they possess; none is exclusively or even principally involved 


in the insurance industry. 


In thése cases; their value in insurance matters is 
their expertise in their principal field of activity. Therefore, 
it would not seem to be necessary for the insurance regulatory 


system to concern itself with these kinds of consultants. 


It appears that there is developing, as an offshoot 
of the aut Tepall SeLVi1ce;, sa fomuot consultant which is 
principally concerned with the insurance business. This 
offshoot is the appraiser of automobile collision damage for 


insurance purposes. 


There does not appear to be any inherent objection 
to the existence of automobile appraisers or other new 
specialized roles. Yet where anyone carries on an occupation 
offering sservices: tOstnes sub licaMaigiy Stornlansuinance purposes, 
it would seem logical that their activity should fall within 
the insurance regulatory system insofar as some general rules 


of conduct are concerned. 


At the present time, it is probably appropriate to think 
of setting licensing, rules of conductyand qualification 
standards specilicaliy stor, eatomobs le sappraisers. It may 
not be necessary to go so far for buying consultants who 


do Not perform the (central functlonsea broker does. But even 


they should be -obdiged to’ follow ta .,eneral code of conduct 
applicable to all in the industry. These judgments are made on 
the basis, of jsome genera) weweoson J Censing, Tesponeibi lity and 


qualifications which are diseussed Mater ini the analysis. 
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There are a number of conclusions that can be drawn 


from this consideration of the roles of consultants: 


1. The consumer has a need for advisers who are 
independent and have no monetary incentive 
to advise the client in one direction or 
another, and who have skills adequate to the 
task. 


a. If brokers were paid by insureds at rates 
negotiated between them, there would be no 
significant difference between the present 
role of a broker and the concept of the 
broker as an insurance buying consultant. 


3. No one in the insurance business should 
be allowed to call himself a consultant 
unless he receives his compensation entirely 
and exclusively from those he is advising 
in a transaction and unless he is technically 
competent to give the advice he holds himself 
out as being able to offer. 


4. All people who hold themselves out to the public 
as offering special services or advice primarily 
for insurance purposes should fall within the 
regulatory system for some general rules of conduct. 


5. Whether separate licensing, rules of conduct and 
qualifications within the regulatory system should 
be established for specific occupations will have to 
be decided on from time to time. One occupaiton 


that now can be considered for such regulation 
is automobile appraising. 


6. The regulatory system should be, flexible 
and adaptable in identifying the roles to 
be governed and the standards that are to 
be applied. It should not inhibit the 
development of new forms of consulting 
specialists. 


7. People whose advice is used in the insurance 
industry because of their primary skills 
in some other occupation do not need to 
be regulated within the insurance regulatory 
system. 
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2.9 LICENSING AND QUALIFICATIONS 


In a major way the present regulatory system depends on 
licensingwseseveraliclasses omdctivitics, in the: insurance industry 
are licensed. In order to evaluate the present system and 
alternatives set. iSeamportantet oumoentatyethe/objectives of 
licensing. Then one can assess whether the objectives have been 
achieved and whether there are other impacts of licensing that 


may or may not be desirable. 


An occupation may be licensed for one or more of the 
following purposes: 
I. “To raise’ money “for the? licensor. 


2. TO permit undesirable practices to be traced 
to a licensee. 


3: ToreréateSa restriceedsright tos foliow:an 
occupation so that suspension or withdrawal 
of a license iS an imposable penalty. 


4. NoTo YresStricilothe 2iohtete:capny’ on, an 
occupation to persons with predetermined 
qualiticatioens. 

5. To control the numbers of persons who may 


Carcy On an actiVitvelornaeVaLiecy of 
reasons, including inreasing the profit- , 
ability Of tChemaeti very womeriosepanready licensed. 


A licensing system may achieve some of these results 
whether or not they were the primary purpose. For Wistan ce hit 
the practice Of am Wccuparl om wserestricted to persons with 

qualifications deemed to be desirable, the intention may be to 


ensure the’ deved? of mua bit ec ons,) poubea .consequence May ber to 


restrict the numbers who pre@ccice. Such “a restriction creates a 
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barrier to entry of competitors which in turn creates scarcities 
which drive up prices or fees for the occupation. Even without 
the scarcity, if the attainment of qualifications has a cost, 
potential practitioners will not take up the business unless 
anticipated prices or fees are high enough for them to get a 
satisfactory return on their investment of time and money. Thus 
licensing which requires qualifications increases costs to the 
consumer by creating a scarcity, either deliberately or 
inadvertently. 

The question, of, producing revenue, for, the licensor, is 
in general beyond the scope of this report. One possibility 
worth exploring is the setting of license fees high enough to 
cover the cost of the whole administration of licensing, 
qualification setting and disciplining., This reallocates the 
cost of regulation back to the beneficiaries - the consumers 
of insurance. 

Tracing a licensee and penalizing by suspension or 
withdrawal,are necessary tools for. administrative. control. 
They are minimum objectives for a regulatory system aimed at 
consumer protection. 

Why should minimum qualification be considered? The 
usual argument for qualifications, and a wa LLG. ONG was abhat 
for a technical service the recipient needs some assurance of 
quality before the work begins. The customer may not see the 
quality of the service until after it is rendered. Even then, 
he may not be ahle to: see or evaluate it., The argument is 
persuasive. The difficulty is in setting qualification standards 


that are directly relevant to the quality assurance problem. 
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In an earlier section of this report, segments of the 
insurance buying public with different needs were identified 
- some needs were simple, and some complex. The use of 
standard and non-standard contracts to meet the differences in 
need was considered. In looking at the roles of the intermed- 
iaries we saw that more than one way of delivering insurance 
services might be possible, each requiring different levels of 
skills. 

If the level of skill required differs among cases, does 
one standard and one class of license for all make sense? I 
do not think it does. This conclusion seems as applicable for 
adjusting losses as it does for selling insurance. High 
performance standards and assurance of them can benefit some 
consumers. On the other hand, licensing requiring higher 
standards than are necessary iS expensive, and the cost will 
be borne directly by the consumer through higher prices. 
Unfortunately,) the cost mayenots bevallocated. directly: to those 
customers who need a high level of skills. Increased qualifi- 
cations should not be dismissed for the sole reason that they 
lead to increased cost. But one should be assured, before 
allowing increased qualifications to be imposed, that there 


are not other ways of achieving equivalent benefits for consumers. 


Because of the variety in the kinds of transactions to 
be handled, I believe there may well. be room for at least two 
skill levels, and thus two licensing levels. At the lower 
level, the objectives would be to trace undesirable practices 
to the perpetrators, provide a suitable penalty in a form of 


withdrawal of license, and assure financial protection for 
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premiums handled, but require only minimal skill qualifications. 
At the higher skill level those objectives enumerated for the 
first level would be required, but in addition, an attempt 
would be made to ensure that the licensee had a level of skill 


appropriate to a more complex set of problems. 


From the consumer's point of view, there is no justification 
for deliberately restricting entry to the industry in order to 
increase the profitability of existing insurers or their 
intermediaries. At the higher level of licensing some 
scarcity induced increase in consumer cost may occur in the 
short run. At the same time one might expect off-setting 
service improvements or a reduction in total costs, combined 
with a better allocation of costs amongst consumers. There is 
also a reasonable prospect of lower costs to those buying 


insurance who use only lower skill levels. 


There are several questions pertinent to the problem of 
qualifications: 


~ What kind Of qualifications are appropriate 
for the practice? 


—~ What tests are appropriate, to,see that the 
Gualiticatione extsue 


-~ What assurance 18 there that practitioners 
will continue to be qualified ? 


sxWhet Ames ons omibodyi risrmappropraate stor 
applying the tests: 


- What resources are there for practitioners to 
acquire and maintain the requisite qualifications? 


Full answers to these questions are complex, and beyond this 
stage of my inquiry. To provide some insight into how these 
questions might be dealt with, it is useful to look at some elements 


of these questions as they relate*to the other-than-life insurance 


industry. 
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Several kinds of qualifications may be considered: 


- Objectively measurable characteristics 


- Examples are citizenship, and existence of a 
criminal record, 


- Financial capability of meeting claims and penalties 


- Net assets owned or ability to be bonded are 
directly measurable attributes of financial 
Capabrlity. 


- Knowledge 


- The kinds of knowledge usually relevant A @) 
the practice of an occupation are: 


- Retention of knowledge 

Ability to generalize 

-~ Problem solving with familiar problems 

- Problem solving with unfamiliar problems 


- Behavioural characteristics 


- Examples are honesty integrity and respect for 
rights of clients and competitors. These can 
only be measured indirectly in advance, by such 
techniques as asking for character references. 
They may be measured directly after the event, 
if there is an effective body for investigation 
and adjudication. 


The choice of what to test for should be governed by the 
purposes of the qualifications. Because objectively measurable 
characteristics and financial capability are more directly, and 
therefore more easily measurable, use of these kinds of 
qualafications 1S) tempting? spretec tom Of insuredsand insurers 
from the loss of premiums entrusted to an agent or broker is the 
prime objective, then a simple test of financial responsibility 
Leisure cl ent. 

For a larde majority Of insurance transactions, it 

is apparent that the®prime qualifications required 

are indeed only simple honesty, limited financial 


capability, and a relatively low level of knowledge 
retention. 
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A number of selling and claim settlement transactions 

require a much higher level of qualifications. The 

qualifications include capability of solving familiar 

problems. Testing for problem solving qualifications 

is relatively rare in any occupation because of its 

difficulty yand resultant .hichvcost. 

Problem solving ability for familiar problems is what 
is usually meant by 'competence'. If competence is what is 
really required for the job, then to test only for knowledge 
retention offers at best a false sense of security and at worst 
a deception to the public. On the other hand, to require 
problem solving ability for the occupation when only honesty, or 


at most, knowledge retention is needed would be to impose a 


higher than necessary cost on the consuming public. 


How long can one rely on the results of a particular 
set of tests? Tests can only show whether the qualifications 
tested for are met at the time of testing. This is a severe 
limitation where knowledge is chosen as the qualification. 
Relevant knowledge to be retained,conceptual frameworks for 
genéraldzati ons) ltand "Wechniques* for solving problems alivchange 
over time. Therefore, some provision may well be needed for 
periodic (retesting! Tithe process of "testing for qualifications 
is to be effective. The administration and updating of periodic 
tests can be expensive. Should this expense be borne by the 
Government, or can it be shifted to the industry in some way? 
What bodies in the industry might appropriately undertake the 
testing! process’ 2 

Similar questions may be asked about the resources for 
acquiring knowledge. Community colleges may be an appropriate 
resource, but who will specify what is required and see that 


the specifications are kept up to date? 
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The problems of testing for knowledge and developing 
resources for its acquisition indicate some difficult decision 
areas for your Department in the future, if qualifications to 
be tested for go much beyond simple one-time objective measure- 
ments. 

ANOther area that will contmiue to be difficult for the 
Government to cope with, except at a simple level, is conduct 
by participants in the industry towards insurance buyers and 
among themselves. When a government body takes a strong 
position on conduct it can gain a reputation for arbitrary 
interference in the rights of an individual to practice Tis 
business. Where it takes a weak position, it gives the 
appearance of giving protection without in fact being effective. 
There have been examples in Canada of governmental regulatory 
bodies that have had a strong impact on behaviour through 
moral suasion. Regulation .in this style is relatively effective 
where the industry is responsive, and the problems are few in 
number and relatively simple. The long term trend appears to 
have been for the force of moral suasion to weaken 
aS more and more rulings need to be committed to Wiratang 74 ard 
the disciplinary process needs public quUsStwut ication’. Taking the 
long view, a trend to more numerous and more detailed formal 
rulings may be expected in your jurisdiction. The widening 
scope and increasing detail of the regulations will lead to 
increasing costs of administration and to increasing conflicts 


between industry participants and the Government. 
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Continuing direct involvement of the Government in 
questions of competence and paneiiat may also lead the public 
to expect more protection than can be delivered. Testing for 
qualifications can only affect the competence of performance 
indirectly, and the regulation of conduct can usually only 
achieve minimum standards. Yet, detailed Government regulation 
may imply to the public that many marginal or misunderstood 
activities are endorsed by the Government. Standard setting 
and testing for qualifications and surveillance of conduct are 
inescapable. “The Government must be concerned about these 
issues. The question is, are there other ways to be concerned 


besides direct involvement? 


Self-regulation by the industry is a possibility that 
has to be considered. One argument against self-regulatory 
bodies, is that they can be self-serving. To overcome this 
possible weakness, there has developed the idea that self- 
regulatory bodies might formally include within their organization 
representatives of ‘public interest’ or ‘citizen input’. 
Experience with public interest representation is short and 


inconclusive in Canada so far. 


The concept of 'public interest representation' may be 
a useful addition to a model for self-regulation in the 
insurance industry. It might also provide a way for the 
Government to show its concern and maintain its interest in 
the regulatory process by playing the role of evaluator and 


critic of the self-regulatory body. 
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The self-regulatory model could provide a means of 

pushing the problems relating to discipline ana’ qualification 
testing onto the industry. There might be additional benefits 
in that the cost of regulation could be Kept outro, the Government 
budget. Finally, a self-regulatory body might be much better 
equipped to meet the need for continual revision of standards 
of conduct and for discerning the shades between practicable 
and crippling standards. This could avoid the difficulties a 
government department often faces in keeping up to date with 
changes in industry practices and the public's expectations. 
It might also reduce the area for conflict between participants 


in the industry and the Government. 


Is there any hope of inducing the industry to regulate 
itself? The answer at this Stage iS uncertain. There are 
several associations representing different segments of the 
industry. Some are already engaged in educational activities 
and questions of conduct. Some, in both the life and other-than- 
life fields are interested in self-regulation and some are not. 
Agent groups particularly have shown an interest in a system 
which would allow effective self-regulation. Some insurers 
and insurer groups in both segments of the industry have 
initially shown a negative reaction to the idea jo ilo settle 
the question would take considerable further Study and 
exploration of the issues with industry organizations. The 
potential rewards seem worth the effort. 


The main conclusions from this section are: 


~ The setting of Gualif eserons 16 di pticule. 
costly and may not be wholly in the consumer 
interest, but on balance, it remains inescapably 
part of the control system: 
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- The setting of qualifications, examination for 
them and their revision is a continuing process 
in which contlice Ls innerent — the Consumer, 
insurers, agents and others have a limited area Ot 
common interest in the process and many areas of 
conflicting “interest. “Some structure is necessary 
within which common interests can be continually 
defined “and *adjusted and the conti ivets can be resolved. 


- “The” same set’ Of qualifications) is “not. necessary 
for’ all kindsyof “transactions. 


-~ There could be significant advantages (effective- 
ness and cost allocation) to the Government and 
the public interest in transferring to the industry 
-the job of setting and testing for qualifications 
of knowledge and conduct. 


- It mayirbe possible: to, induce several 
groups to‘participate responsibly in self- 
regulation,im the industry.,,.This, might 
increase the effectiveness of your Department, 
but ~# would -weqiuire,) it to play. different 
role as evaluatomwand exdastic.. 
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David) WHO IS TO BE HELD RESPONSIBLE - COMPANIES OR INDIVIDUALS? 


One of the difficulties in considering legislation for the 
regulation of the insurance industry is that in several cases the 
same function may be performed by either an employee, or by a 
quasi-independent 'person', or by a truly independent 'person'. 


The 'person' involved may be either a company or an individual. 


For example, consider the role of the adjuster. 
An insurer may have its own employees which it 
calls 'adjusters',whose job is to meet with 
insured claimants or third party claimants to 
settle all questions relating to the claim, and 
to make recommendations to the insurer's claims 
department for settlement. This same function 
may be carried out by an individual who normally 
works for several insurers and does the work for 
avtee... It. ts not. unusvalieroar’ antad ster to 
incorporate. Then the business of adjusting is 
performed by the corporation through its 
employees. 


Similarily the application for an insurance policy 
may be prepared by an insurance agent who is an 
exclusive employee of the insurer, by a general 
agent who acts for a selected group of companies or 
by a broker who considers himself independent of 
any insurer. Just as the adjuster who is not an 
employee may incorporate and use employees, so may 
the general agent and the broker. 


Several issues arise from the complexities described above: 
Doss one attempt to regulate the performance of 
the task regardless of whether it is to be performed 


by the insurer or someone independent of him? 


Does one attempt to regulate the individual perform- 
ing the service, or his employer, or both? 


Are the purposes and processes of regulation the same 
whether one 1s regulating the corporation or the 
individual? 


In some occupations attempts are made to regulate the competence 


of individuals on entry into the occupation. SOL ass) know 
, 
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no serious attempts have yet been made in the same sense to 
regulate the competence of corporations, other than on the basis 
of financial competence such as tests for the liquidity. 
In, rate. hearings::of organizations. that; have; been 
awarded monopolies, e.g. communications, transportation 
and energy, the question of competence is becoming 
more often an issue in the hearings, in terms of 
economic performance and quality of service. The 
regulation of competence in those areas is extremely 
expensive both for the regulator and for the 
regulatee and so far has been confined to businesses 
where the regulatees are relatively few in number. 


I do not see room for regulation of performance 
of companies in the insurance industry. 


One may still desire to regulate corporate behaviour - 
the real question is whether it can be done successfully. In 
practice, it is simple enough for an organization to produce 
evidence that it has forbidden undesirable behaviour, at the same 
Pnenenee it has consciously or unconsctously’ created pressures 
to induce that behaviour. A social scientist could analyze the 
functioning of a group and establish that the inducement to certain 
behaviour exists in the organization in spite of its formal 
declared policies. But such evidence would be of doubtful value 


in a prosecution for failure to follow prescribed behaviour. 


This difficulty suggests that regulation of a corporation 
must be supplemented by regulation of the competence of the 
individuals who are allowed to perform certain acts for the 
corporation, 

To license -and ‘control for competence ofisindiividuals who 
are employees, one is faced with another set of problems. What 


protection is given to the public by testing the competence of 
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an individual if he is thrust into the position where a 
corporate employer may exert pressure on him towards incompetent 
or undesirable behaviour? Examples of this kind of pressure 


are easy to imagine: 


- An adjuster who is an employee can be. put under 
pressure to deny claims or portions thereof because 
it benefits his employer to do so. 

- An employee who is an exclusive agent,or a salesman 
of an incorporated general agent or broker, can be 
induced by the commission structure to encourage 
sales of one kind of policy over another. 

From an insurers point of view, these may be legitimate ways 
to motivate employee behaviour in directions desirable to the 


organization. 


No set of rules for corporate behaviour can completely 
overcome the kind of organizational pressures that can be exerted 
on an employee to do something a@irferent from what the regulatory 
body might wish. However, setting rules of behaviour, and the 
threat of withdrawal of the right to carry on an occupation, for 
employees may create Sgn prcattecOuUnLeL—proscures. -such, counter- 
pressure is an important objective of licensing individuals in 
addition to the licensing of corporations. This licensing is a 
supplement to whatever set of rules and sanctions are established 
for corporate behaviour. 

The conclusions I draw from these considerations are: 


i. ©The regulation of corporate organizations for 
skill and competence is not feasible. 


2 eaciNerwedw] abronmseh ceerporat fons zat tthe -level.of 
fraud and dishonesty is feasible, necessary and 
desirable. 


SM grat 


The,.regulation, cf. corpoOLlatlOns in terms of requiring 
them to carry out specific procedures in certain 
circumstances is possible, and can be worth doing 

if the procedures themselves provide some protection 
to. the, PubLLc. 


The licensing and regulation of individuals who 

are’ yYesponsi bile-for Carrying» out certain wac Csi tor 
the corporation is feasible. The threat of 
withdrawal of an individual's license can provide 
some counterbalance to possible corporate pressures 
which are contrary to the consumer's interest. 
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Dae CONCLUSIONS AND RECOMMENDATIONS 
Sek CONCLUSIONS 


The analysis in this report has been complex in part because 
the nature ofpthevservice of insurance is hard to define and 
in part because the industry distribution system has many 
components, among which the relationships are not self-evident. 
Now the conclusions from the analysis must be woven together. 


The present Act and Regulations need substantial 
_revision to fit better the realities of industry 
roles, to encourage certain practices (some of which are now 
assumed to be prohibited) and to promote the consumer 
interest. Before this can be done, there are many 
issues of Government policy to be resolved. 


The roles and interests of the parties to the 
distribution of insurance are confusing to 
consumers. The titles used by various part- 
icipants and the way commissions are set and 

paid all lead to confusion about who acts for 

the consumer, and who for the insurer. Commission 
arrangements may work to induce behaviour contrary 
to the consumer's interest. 


The consumer does not have the information he 
needs to make a rational buying decision. 
Information deficiencies occur in the areas of 
perils covered by the contract, claims settlement 
practices of the insurer, price disclosure and 
inability to relate cost information to expected 
benefits. 


The claims settlement process can leave the 
consumer feeling frustrated and relatively 
helpless. He may find his coverage more limited 
than he thought, or the basis of estimating a 
loss different from what he expected. There are 
powerful incentives that can operate on insurers 
to pay lesser amounts than they should. There 
is no effective procedure short of litigation for 
a consumer to resolve differences with insurers. 
Procedures for conflict resolution which would 
make the contest more even and lower its cost 
must be encouraged. 
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The evolution of roles and the development of new 
structures for serving the consumer are inhibited 
by the present regulatory system. The present 
rules on commissions and licensing prevent the 
development of a class of advisers exclusively 
committed to the consumer, to interpret information 
and to negotiate on his behalf. 


Prices to the consumer may be higher than 

necessary because the present regulatory system 

inhibits competition in selling costs. There 

are possibilities for lower distribution costs 

from changes in the system. The industry is 

sufficiently competitive that these cost reductions 

will be passed along to the consumer. 

Prices may also be higher than necessary because 

the insurer is not required to disclose separately 

how much of the premium is for expected benefits 

and how much is the insurer's mark-up. Companion 

information about risk classification and claims 

settlement practices is also needed. 

An important policy question is how far the Government 
is prepared to go in direct involvement in these areas: 

- determining industry structures; 


- setting, examining for, and administering 
licensing standards; 


- specifying educational requirements; 


- setting rules of conduct and administering 
their enforcement; 


- establishing standardized insurance contract 
terms to improve the consumer's understanding; 


- establishing appropriate disclosure rules. 


The problem is not just how to settle these questions once 
and for all. Eather, it as to’ provide a structure within 
which these areas can receive continuing attention based 
on an intimate knowledge of changing industry practices and 
consumer needs. For the Government by itself to take on 


these tasks in an effective way would require a much enlarged 
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and very different kind of Department from what exists now. 
I sense that an enlarged Department with a broader range of 
activities is not a desirable policy option. It is necessary 


to consider alternatives. 


Increased government intervention would not be welcomed 
at this time-by the andustry «A icensensus fat dthisitime on 
alternatives is also unlikely, because there has been so little 
public discussion and analysis of the problems. My enquiries 
and discussions of problems and alternatives with various 
industry groups has prompted some to promote to you proposals 
along the lines discussed with them. But the proposals I have 
seen suffer from an incomplete understanding of the industry 
problems discussed in this report. It is very important that 
the issues and problems be thoroughly exposed for analysis 
and criticism by your Department, the industry, the press and 
the public. 

At the outset I explained that much of the analysis would 
be only informed hypothesis. There are some areas where it 
is possible to achieve greater reliability of information and 
insight into problems through specialized studies: 

- development of a model statement of minimum 

disclosure requirements including expected 
benefits, mark-ups and other information about 
the service offered by the contract. 

- development of some model contracts 


- development of model sets of rules Of ‘conduct 
for industry particrpants 


- a study of the variability of insurance premiums, 
including the variability of expected benefits 
and mark-ups, and the relationship of these to 
claims settlement practices. 
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studies of the industry structure, including 
numbers and distribution by size, and 
geographic location for insurers, brokers, 
agents, adjusters and others. 
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Bose RECOMMENDATIONS 


Based on the foregoing analysis, I make three broad 
recommendations: 


The goal of the regulatory system should be to 
control behaviour and performance and not industry 
structure. jthe primary ftunctions of the regulatory 
system should be to ensure that usable information 

is available to the consumer and to prevent deception 
by any party. A’ major “change: from the present 
regulatory system should be to give the industry 
maximum flexibility to develop different ways and 
structures for offering services, and devising 
‘product innovations. 


The insurance industry needs further study in 
several specific areas. Studies of both the life 
and other-than-life segments should be carried on 
with the expectation that a large measure of 
integration will be achieved in the rules of conduct 
and rules of disclosure. 


This report and any further studies should be 

published. Some mechanism should be established 

whereby discussion by interested parties is 

stimulated; comments, criticisms and submissions 

should be gathered before revision of the Act. 

My.fourth report Will go further. Going on from conclusions 
and recommendations in the first three reports, there will be 
more detailed consideration of solutions to issues that have 


been raised. There will also be a discussion of a strategy 


for dealing with the process of implementing change. 


(2) 


(3) 


NOTES AND |) REFERENCES 


In this report@the term svexclusive agent’ 

is used to identify an agent who serves. only 
one insurer, while the 'general agent' is 

used for an agent who serves more than one 
insurer) kbs wrecogmMived: tiainin Enaus try 
terminology the term 'general agent' often 
refers to an agent in a territory who engages 
other agents or sub-agents to operate in 
partsvof that wterritory.) “Thee torm of organ— 
ization is understood to be more common in 
other’ parts Yon (Canada than Ontario Mieve tore 
the term 'general agent' has been appropriated 
in this report: for.the Special meaning defined 
above. 


Adapted from E.P. Newfeld, The Financial System 
of Canada, Macmilian of (Ganada,-loronco,. Wo 72, 
jepeagar 


Derived) from eG.D.)0uirin;, Competition ym COnOmniC 
Efficiency end Protitabiiy i niene Canadian 
Property and Casualty Insurance Industry, 
TnsuranceRureaW (Of Canada Toronto mio 74 and 
94th Annual; Report of (ihe Superintendent) oF 
Insurance for the Province of Ontario, Business 
OLC PST OVRIGrONnTCOy, ave 
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Included in a submission to the Minister 
of Consumer and Commercial Relations 
dated May! 28, 19:74 °by<Ontario Insurance 


Agents!’ and Brokers (jAcsoctationon 
Standards for Self-Regulation. 
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